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2002 / ANOTHER RECORD YEAR

$306 billion

RECORD LOAN VOLUME

$48 billion

RECORD DEPOSIT GROWTH

$3.9 billion

RECORD NET INCOME

1,400,000

RECORD NET NEW CHECKING ACCOUNTS

$4.05

RECORD EARNINGS PER SHARE

Great teachers are inspiring and empowering, encouraging and enlightening, warm, passionate
and talented. That's why Washington Mutual created an unprecedented event to shine a spotlignt
on these heroes by buying out every show on Broadway for a single performance on Saturday,
November 16, 2002, giving the tickets to teachers nominated by members of the community.
Over 14,000 teachers from all over the New York and New Jersey metropolitan areas and their
guests gathered on 44th Street in Manhattan to celebrate with us before the show.

"Spotlight on Teachers” was one of several events launching Washington Mutual's retail banking
entry into the Greater New York market. This event illustrates our fong history of investing in the
communities we serve, with a focus on education, affordable housing and volunteerism.




TO OUR SHAREHOLDERS

Washington Mutual produced another year of excellent
financial performance in the face of a more challeng-
ing economy in 2002. The company established new
records for total loan volume, checking account and
deposit growth and depositor and other retail bank-
ing fees — all primary drivers of our business. These
exceptional results produced record earnings of

$3.9 billion, or $4.05 a share on a diluted basis.

Our results were especially gratifying because they
extended a decade-long period of extraordinary
growth for our company. During that time we grew
from a small, Northwest-based thrift into one of the
largest financial services companies in the nation.
More importantly, we delivered a superior return to
our shareholders as we grew. Through year-end 2002,
the total compounded return on Washington Mutual
stock, including the reinvestment of dividends, com-
fortably exceeded that of the Standard and Poor’s
500 Index on a one-, three-, five-, and ten-year basis.

This year marks our 20th anniversary as a publicly
traded company. I recall our first annual meeting of
shareholders when a concerned investor asked why
our stock hadn't performed as well over the past year
as another Seattle-based savings institution, which at
the time was financially shaky, but being promoted as
a “hot” investment. (The other institution, by the
way, declared bankruptcy within two years, leaving
investors with nothing.) We responded that our man-
agement team could not take responsibility for short-
term fluctuations in our stock price, but we would
take full responsibility for building a profitable com-
pany and delivering shareholder value over time.

Over the ensuing 20 years, we successfully managed
our company through a variety of market conditions
and challenges and, at times, modified our strategies
to adapt to these changes or take advantage of
opportunities. But our underlying focus to create
superior value for shareholders over the long term
has remained. And our investors have been rewarded.
An initial $10,000 investment in our common stock at
the time Washington Mutual went public in 1983
would have grown to $486,335 (including reinvested
dividends) by year-end 2002. This compares with a
total of only $99,365 had the same $10,000 invest-
ment been made in the Standard and Poor’s 500
Index.

As we enter 2003, we are prepared to take the next
steps in our evolution to become the nation’s leading
retailer of consumer financial services. Consequently,
this is an excellent time to review who we are, what
we have accomplished, where we are going, and why
we believe we are in an excellent position to continue
to drive value to shareholders, customers, employees
and our communities alike.

WHO WE ARE

What do we mean when we say that Washington
Mutual seeks to become the nation’s leading retailer
of consumer financial services? This strategy is
rooted in our conviction that building multiple
relationships with middle market households in

the United States is an excellent way to generate
increasingly stable, high quality earnings growth.



The middle market has traditionally been under-
served and continues to feel unappreciated by our
primary competitors — large commercial banks.
As a result, we are building a nationwide company
geared to delivering the combination of great value
and friendly, efficient service to middle market
customers across the country.

Moving forward, our efforts will be centered on:

Expanding market share: We've built a national
platform primarily through a series of successful
acquisitions over the past decade. We are now well
positioned to generate the majority of our new
growth internally by capturing additional market
share in our existing markets and selectively over-
laying our retail banking operations in one or two
new metropolitan areas annually. We already have
achieved 30 percent or higher market share of con-
sumer banking households in 12 of the nation’s top
50 metropolitan statistical areas (MSAs) and believe
a 30 percent share is an achievable target in all of
our markets over the long term.

Increasing cross-selling opportunities: Because

our principal lines of business are focused on middle
market consumers, we have an exceptional opportu-
nity to cross sell our complete line of financial prod-
ucts and services. We've demonstrated our ability to
sell more products and services to our single-service
mortgage households in markets where we have
established a retail banking presence. We plan to
take advantage of this strength by accelerating cross-
selling efforts in 2003 and beyond.

Building a national brand: We've made excellent
progress in building a powerful and — increasingly —
national brand. This warm, likable, good-humored
brand, rooted in years of research, is a reflection

of who we are. It is distinct in our industry, and it
resonates with our broad middle market target.

Maintaining capital strength: We are committed to
sustaining a strong balance sheet and effectively
deploying capital to facilitate asset growth as well
as to take advantage of opportunistic repurchase of
our common stock and acquisitions that meet our
criteria. Our philosophy is to deploy capital while
maintaining the ratio of tangible common equity to
total tangible assets above 5 percent.

Exercising disciplined risk management: We have
established disciplined processes and approaches to
managing risk across the company and are committed
to making them even stronger. In recent years, we
have demonstrated our ability to integrate multiple
acquisitions while managing credit quality through a
variety of environments. Similarly, we believe we are
well positioned to effectively manage our mortgage
servicing asset in all interest rate cycles.

Retaining talented employees: Finally, the talent
and dedication of more than 50,000 employees
pulling together to do the right thing for our
customers, shareholders and communities is our
most powerful competitive advantage. We are
comrmitted to building the next generation of
leaders of Washington Mutual by giving our people
opportunities to grow professionally and providing
world-class development programs.

2002 RESULTS

As I previously noted, the company’s earnings in
2002 were a record at nearly $4 billion. On a diluted
per-share basis this equated to $4.05, an increase of
13 percent from the previous year. Management is
particularly proud of this result considering the
exceptional 52 percent growth in earnings per share
produced by our talented employees in 2001.

Reflecting this strong financial performance, our
Board of Directors increased the cash dividend on
the common stock in each successive quarter during
the year. The dividend of 29 cents declared in
January 2003, which reflected our fourth quarter
2002 financial performance, marked the 30th consec-
utive quarter in which the board elected to raise the
cash dividend. These steady incremental increases,
which have played an important role in our ability to
drive superior total shareholder returns, are reflec-
tive of our consistently strong financial performance
over the long term.

Net interest income — the largest component of
total income — totaled $8.34 billion for the year,
an increase of 21 percent from 2001. Most of this
increase was attributable to expansion of the net
interest margin, which increased 16 basis points
during the year, and an increase of $32.3 billion in




average earning assets during 2002, mainly from
the acquisition of Dime Bancorp, Inc.

Loan volume for the year was a record $306.1 billion,
up 75 percent from 2001. Our efforts to build a lead-
ing national home lending presence in recent years
paid off, enabling Washington Mutual to take better
advantage of what was the largest refinancing boom
in American history. Home loan lending volume
totaled $274.7 billion, compared with the previous
year’s $155.1 billion. Likewise, our team produced
record results in home equity and multi-family lend-
ing which collectively increased 98 percent over the
previous year’s figure. We also ended the year as one of
the nation’s leading originators of multi-family loans.

Total deposits grew 45 percent in 2002 from $107.2
billion to $155.5 billion, fueled by strong internal
growth of retail checking accounts and the acquisi-
tion of Dime. Checking accounts grew by a record
1.4 million on a net basis in 2002, bringing total
checking accounts to 7.3 million. The increase in
checking accounts also drove record depositor and
other retail banking fees of $1.63 billion, an increase
of 27 percent from the year before.

We continued to profitably build our franchise and
grow the business by opening 266 retail banking
stores during the year. Of this total, 143 were de
novo stores opened throughout the country, while
the remaining 123 were acquired from Dime in the
Greater New York metropolitan area — a market that
we believe offers a tremendous growth opportunity
for the company. Reflecting this belief, we put mar-
keting resources behind our New York retail banking
launch commensurate with entering the nation’s
largest metropolitan market. By year end, checking
account growth at the acquired Dime stores had
increased by 33 percent, on an annualized basis, and
we had firmly established ourselves as New York's
No. 2 most recognized banking brand.

Like any year, however, 2002 had its challenges. The
unprecedented refinancing boom stressed customer
service levels at certain points during the year, as did
the introduction of new technology and the integra-
tion of the companies we had acquired. We recog-
nized these challenges and moved swiftly to correct
the problems, because a central premise of our value

proposition is customer service. As a result, [ am
pleased to report that service levels did improve and
the integrations were successfully completed. In fact,
the Dime acquisition and account conversion was one
of the most successful in the company’s history.

The national economy proved more challenging

than in previous years as well. However, in a year in
which most banks across the nation faced continued,
significant credit challenges, nonperforming assets
at our company were in line with management'’s
expectations. At year end, nonperforming assets as
a percentage of total assets were 0.97 percent.

In addition, I am pleased to report that Washington
Mutual ended the year in a strong financial position
with stockholders equity of $20.13 billion, or 7.5 per-
cent of total assets of $268.3 billion.

A GREAT PLACE TO WORK

Washington Mutual continued to be recognized as a
great place to work in 2002, reflecting the importance
we place on our single most important asset — our
employees. We were one of only nine companies
nationally to be named in Fortune magazine’s lists

of “100 Best Companies to Work For,” “50 Best
Companies for Minorities,” and “Most Admired
Companies.”

In addition, we continued to develop the next group
of leaders who will manage the company’s future
growth. Late in the year, we opened Cedarbrook,

our state-of-the-art, world-class leadership center,
where managers from all over the company can come
together to learn, communicate, and sustain our
unique brand, culture and values. In addition to offer-
ing courses and programs that develop Washington
Mutual-specific leadership skills, Cedarbrook brings
teams together to work on important initiatives to
enhance the company’s performance.

Finally, I visited with more than 25,000 of our
employees throughout the nation, explaining the
unique opportunity our company has before us.

Our employees are an incredible, energetic team,
and I came away from my visits even more confident
in our ability to meet our goals.

WASHINGTON MUTUAL 2002
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BEING A GOOD NEIGHBOR

Our team is committed to making our communities
better places to live and work.

We are well on our way to fulfilling our ten-year,
$375 billion lending commitment made last year in
support of low- to moderate-income communities.
And while financial commitments are important to
our communities, so is the time volunteered by our
employees. Last year, our employees volunteered
more than 200,000 hours to schools, affordable hous-
ing organizations and other community partners.

As a result, our employees’ volunteer efforts and
commitment to our communities were recognized
with one of the highest community service awards
in the country — the “Points of Light Award for
Excellence in Corporate Community Service.”

From painting houses to tutoring in classrooms to
supporting local events in their neighborhoods, our
employees continually demonstrate their commit-
ment to being leaders in our communities and mak-
ing them better places to live and work.

DOING BUSINESS THE RIGHT WAY

Simply put, the past two years were terrible for most
American businesses. The downward spiral was, in
part, the direct result of unethical and, at times, illegal
behavior at a few of the nation’s largest companies.

Our management team is committed to employing
nothing short of the highest ethical standards in
everything we do — an expectation we hold for every
Washington Mutual employee.

As part of this commitment, we are meticulous in our
efforts to follow appropriate accounting and financial
reporting standards and constantly review the
company’s financial disclosures. In short, we want
investors to have a clear picture of our business and
the financial results it drives. That is why in January
2003, we adopted the prospective method of
accounting for the expensing of employee stock
options. As a matter of practice, we have consistently
and fully disclosed the potential financial impact of
our stock-based compensation programs in previous
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public disclosures, but concluded it is appropriate
to include these expenses in our earnings per share
calculations going forward.

LOOKING FORWARD

Washington Mutual made substantial strides in its
evolution to become the nation’s leading retailer of
consumer financial services in 2002 and we intend
to continue the momentum that we've built in our
business.

Our plans call for further profitable expansion of our
national franchise, focused primarily on internal
growth. This growth will come as a result of continu-
ing to build brand awareness nationally; overlaying
our retail banking model in select markets where we
have a strong, well-established presence in home
lending; growing profitable customer relationships
through accelerated cross-selling efforts; and consis-
tently delivering efficient, friendly service to the
middle market consumer. These expansion efforts
will be complemented by improved productivity,
prudent expense management and the continuation
of disciplined risk management practices.

It’s an exciting challenge every day for all of us at
Washington Mutual to build the nation’s leading —
and we believe, the absolute best — true retailer of
consumer financial services for the broad rmiddle
market. I am extremely proud of our 2002 achieve-
ments, and I am as positive today as ever about the
future of Washington Mutual and what we are build-
ing for our customers, our shareholders, our employ-
ees and our communities.

I want to thank all of our employees and you, our
shareholders, for your support as we pursue this
exciting vision.

Sincerely,

Koy ALy

Kerry Killinger
Chairman, President and Chief Executive Officer
March 19, 2003




FINANCIAL HIGHLIGHTS
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ASSETS NET INCOME DILUTED EARNINGS CASH DIVIDENDS
($ in billions) (8 in millions) PER SHARE DECLARED
FIVE-YEAR HIGHLIGHTS
2002 2001 2000 1999 1998
Dollars in millions, except per share amounts
For the Year
Net interest income $ 8,341 $ 4,876 $ 4,311 $ 4,452 $ 4,292
Net income 3,896 3,114 1,899 1,817 1,487
Net income per common share
(diluted) 4.05 3.59 2.36 2.1 1.71
Cash dividends declared 1.06 0.90 0.76 0.65 0.49
Return on average assets 1.44% 1.38% 1.01% 1.04% 0.96%
Return on average common
stockholders’ equity 19.48 23.53 21.15 19.66 16.67 '
Net interest margin 3.48 3.32 2.38 2.63 2.88
At Year End
Assets $268,298 $242,506 $194,716 $186,514 $165,493
Loans held for sale 33,996 26,582 3,404 794 1,827
Loans held in portfolic 147,528 130,251 119,626 113,746 107,612
Deposits 155,516 107,182 79,574 81,130 85,492
Stockholders’ equity 20,134 14,063 10,166 9,053 9,344
Book value per common share 21.74 16.45 12.84 10.78 10.71
Stockholders’ equity to total assets 7.50% 5.80% 5.22% 4.85% 5.65%
Nonperforming assets as a percentage
of total assets 0.97 0.93 0.51 0.52 0.69
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ANOTHER RECORD YEAR

Building
awareness nationally

Leading the way with home loans. From a log cabin in New York’s Times Square to a prehistoric
cave dwelling in the heart of Chicago's financial district, we build awareness of the Washington
Mutual brand, in part, by being where others are not.

We have developed the nation’s top brand in home lending, enabling us to generate name recogni-
tion among consumers in many of the nation’s largest metropolitan markets. Our message is simple:
We're different — and that’s good for our customers.

Seeding name recognition for Washington Mutual as a leading national home lender is a key com-
ponent of our strategy to extend our retail banking operations more broadly across the country.

Does this approach work? We think so.

We've successfully used this strategy in Las Vegas, Phoenix, Atlanta, New York, and most recently in
Denver. Chicago is next.

With the brand effectively seeded in large metropolitan markets, we then open our award-winning
retail banking stores, and bring our full range of financial products and services to present and future
customers. The. duo of home lending and retail banking in a market can be a very powerful com-
bination in capturing household market share. For example, in a little over two and a half years

after overlaying our retail banking approach in Las Vegas, we have captured nearly 16 percent of
consumer banking households. In our more established markets, such as Los Angeles, Seattle and
Miami, we now serve over 40 percent of consumer banking households with our combination of
home lending and retail banking.

In many of these urban markets, our other businesses — such as multi-family lending — ride the
momentum and gain market share as well. That's the power of our complementary businesses
working together.

WASHINGTON MUTUAL 2002
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ANOTHER RECORD YEAR

Expanding
the business

Overlaying our retail banking model in many of America’s biggest cities. In 2002, millions of
people experienced Washington Mutual’s brand of retail banking for the first time as we entered
New York and Denver — two markets in which we had first firmly established ourselves as a leading
home lender.

The first stop was New York. There we completed the purchase of Dime Bancorp, Inc., and acquired
123 financial center stores. This provided an outstanding base on which to further expand our retail
banking presence in the nation’s largest metropolitan market, which we did by opening an additional
17 stores by year-end. First, however, we did our homework,

New Yorkers told us they wanted a combination of great value and friendly, efficient service from

a bank. They felt that none of the major competitors in the market delivered that combination. But
just six months after entering the market, Washington Mutual had captured the No. 2 position in
advertising and brand awareness among New Yorkers and became the Big Apple’s most recognized
name for providing free checking. Further, retail banking deposits at the former Dime financial center
stores had increased by some $1.5 billion from January 2002 levels and checking account openings
per store were up 33 percent on an annualized basis from their pre-acquisition levels.

Late in the year we opened 20 of our new retail banking stores in the Mile High City — Denver —
and announced plans to open 70 stores in Chicago in 2003.

Like Greater New York, both Denver and Chicago offer the prospect of long-term growth in employ-
ment and the local housing market. They also are communities in which consumers have expressed
high dissatisfaction with major banks. That's why in 2003 we plan to open approximately 250 new
retail banking stores and approximately 70 dedicated home loan stores in metropolitan markets
possessing these same characteristics.

WASHINGTON MUTUAL 2002
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SERVED BY WASHINGTON MUTUAL BY BOTH WASHINGTON MUTUAL
HOME LENDING OPERATIONS HOME LENDING ANG i

RETAIL BANKING OPERATIONS

Bringing our retail banking presence to major cities is helping to solidify Washington Mutual as one
of the nation’s leading retailers of consumer financial services. Today, we have both our home lend-
ing and retail banking operations in 28 of the nation’s 50 largest metropolitan markets, which contain
nearly half of all U.S. households.

In 12 of the markets where we have this combination of home lending and retail banking, Washington
Mutual has relationships with 30 percent or more of retail banking households. On a national scale,
some 16.5 percent of all households in the top 50 U.S. metropolitan markets have at least one relation-
ship with us.

Clearly, our national home lending presence and expanding retail banking operations form a powerful
franchise for future growth. And we intend to continue growing our share of the national market in
the years to come.
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ANOTHER RECORD YEAR

Providing
efficient, friendly service

Delivering on the brand promise. Our philosophy is simple: create a consistently inviting experience
whenever and wherever customers come in contact with Washington Mutual. Whether it's a personal
visit to one of our stores or a call or click to access an account, we strive to deliver the combination
of great value and friendly, efficient service.

Our new retail banking stores are an excellent example of this philosophy in action. The stores repre-
sent a dramatic shift in look, feel and service from traditional bank branches. The stores take a page
from a retailer's book, with khaki-clad concierges greeting people and directing them to the appro-
priate area of the store. A children’s play area keeps the kids busy while Mom or Dad conduct their
banking business. Our employees love working in this environment as well — and it shows in customer
satisfaction scores that consistently exceed 90 percent in our new stores.

But a commitment to delivering top-notch customer service also means acknowledging when service
levels fall below your own high expectations. In 2002, we experienced such a challenge. The year
featured the largest home loan refinancing boom in U.S. history, the integration of multiple acquisi-
tions and the introduction of new technology in several key areas of our business. For some customers,
service fell to levels we refuse to accept. Our employees were quick to recognize these challenges
and mobilized accordingly. We added resources where necessary and enhanced service in several
key areas by extending our hours of operation and making new, easy-to-use technology available.
And customer service improved.

We continue to closely monitor our service throughout the organization and make improvements
whenever and wherever they're needed. The reason is simple — we're serious about our commit-
ment to consistently deliver on our brand promise.

WASHINGTON MUTUAL 2002
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ANOTHER RECORD YEAR

Growing
customer relationships

Accelerating cross-sales of our products and services. As a retailer of consumer financial services,
we strive to build multiple relationships with each of the households we serve. And we're good at it.
On average, retail banking households that have been with us for two or more years each maintain
more than five products and services with Washington Mutual. Five is an important number, because
we know that each year we retain over 97 percent of households that have five products and services
with us. Our research also shows that the more Washington Mutual products a household has, the
more profitable that relationship becomes for us.

At the center of this relationship-building strategy are two products: checking and home loans.
These two flagship products attract approximately 80 percent of new households that decide to give
Washington Mutual a try each year. Both products have proven to be an integral part of building
additional relationships and account balances with the households we serve. This success is only

the beginning.

Our research tells us that 85 percent of Washington Mutual households that have only a home loan
with us also maintain deposit accounts with our competitors. Likewise, 85 percent of our deposit
customers tell us they would consider choosing Washington Mutual for a home loan. We view this
as a tremendous opportunity to gain even more of our existing customers’ business and plan to
accelerate our cross-selling initiatives in key product areas, such as home equity loans, in 2003.

WASHINGTON MUTUAL 2002
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Supporting
our communities

Caring about more than just the bottom line. Since our founding in 1889, we have made giving
back to the communities we serve an integral part of our business.

And, 2002 saw the continuation to this commitment.

Our award-winning employee volunteer programs encouraged thousands of Washington Mutual
employees to be actively involved in communities throughout the nation. In many cases, they used
company-paid time off — up to four hours a month — to make our neighborhoods better places to
live and work. Thousands more gave their own personal time.

In one day in June alone, the labor and smiles of more than 7,000 of our employees came together
to paint homes, pull weeds and spruce up neighborhoods across the country.

In November, we pointed a spotlight on a group of unsung heroes in New York by treating 14,000
teachers and their guests to Broadway plays. Many experienced the excitement of Broadway for the
very first time. "Spotlight on Teachers"” reflected our strong commitment to supporting teachers and
the teaching profession.

Our Community Summits, held in our new markets throughout the year, brought together non-profit
leaders and members of our management team to identify opportunities to strengthen local commu-
nities, primarily by increasing the amount of affordable housing and supporting K-12 public education.

In all, Washington Mutual and our dedicated employees contributed more than $72 million to our

communities in the form of grants, sponsorships, volunteer time, in-kind services and equipment
in 2002.

Did we change the world? Maybe not, but we certainly made it a better place.

WASHINGTON MUTUAL 2002
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ANOTHER RECORD YEAR

Leading
with strength and discipline

Our strategy is built on strong, disciplined management approaches. We know that our long-term
success depends on developing future leaders through a common corporate culture. Cedarbrook,
our world-class leadership development center located 20 minutes from our headquarters in Seattle
— and just minutes from SeaTac International Airport — is setting a new standard for how we build
our management team from within. Managers from around the country come together at Cedar-
brook to identify opportunities and address challenges in our business using common approaches
and a standard curriculum. This is the best way to ensure that our management team keeps pace
with the company’s changing needs.

Equal to our commitment to building consistently exceptional leadership qualities in our managers
is the effective management of the risks inherent in our business. During 2002, we added significant
expertise and talent and continued to refine common approaches and processes for managing risk
throughout the company.

We continue to maintain our highly disciplined approach to managing credit quality as evidenced
by our performance in this area in 2002. Despite the slowing economy, credit quality remained in
line with our expectations with the ratio of nonperforming assets to total assets at a respectable
0.97 percent at year end.

Likewise, reducing the impact that changing interest rates have on our business through effective
asset and liability management continues to be a key focus of our risk management activities overall.

WASHINGTON MUTUAL 2002
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ANOTHER RECORD YEAR

Delivering
strong financial results

It never gets old reporting another record-breaking year to our shareholders. Despite a slower
national economy in 2002, our employees delivered yet another record performance. Our excep-
tional 2002 results were fueled by record loan volume and deposit growth and continued profitable
expansion of our business overall.

Record earnings of $3.9 billion, or $4.05 per diluted share, represented a 12.81 percent increase
over 2001's record earnings per share.

Reflecting this strong financial performance, our Board of Directors increased the cash dividend on
the common stock in each successive quarter during the year. The dividend of 29 cents declared
in January 2003, which reflected our fourth quarter 2002 financial performance, marked the 30th
consecutive quarter in which our board has elected to raise the cash dividend.

Our financial targets for the years 2000-2004 have provided a focus and framework for measuring
our performance. Coming off very strong earnings per share growth of 52 percent in 2001, earnings
per share in 2002 grew by 12.81 percent — very near the stated target. Another key performance
measure is the return on average common equity, which was a respectable 19.48 percent in 2002,
compared with our target of 20 percent or greater. Demonstrating our continuing attention to man-
aging our credit portfolio, asset quality remained relatively stable throughout the year, as reflected in
a ratio of nonperforming assets to total assets of 0.97 percent at the end of 2002. This compared
with a ratio of 0.93 percent at year-end 2001. The efficiency ratio for the year was 48.60 percent,
compared with 44.23 percent in 2001. Finally, the tangible common equity to total tangible assets
ratio was 5.29 percent at December 31, 2002, above the stated target.

While our five-year financial targets are a benchmark of our performance over time, the ultimate
measure of our success is the creation of shareholder value as reflected by the total return on our
common stock. Over the one-, three-, five- and ten-year periods ending December 31, 2002, the
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total return on Washington Mutual common stock comfortably exceeded that of the Standard and
Poor's 500 Index. Likewise, an investment of $100 in Washington Mutual common stock at the time
of the company’s initial public offering in 1983 would have grown to $4,863 at year-end 2002, assum-
ing the reinvestment of dividends. This compares with a total return of $1,201 for the S&P Financial
Index and $994 for the S&P 500 Index over a comparable period.

Additional 2002 highlights:

e Very strong growth in checking accounts — one of the company’s core relationship-building prod-
ucts. The number of checking accounts increased by 1.4 million during the year, including over
358,000 accounts acquired in the first quarter from the Dime acquisition.

o Record depositor and other retail banking fees of $1.63 billion up 27 percent from the prior year.

e Total deposit growth of 45 percent, reflecting the company’s robust organic growth and the Dime

acquisition.

o Continued expansion of the company’s retail banking network, including the opening or acquisition
of 266 financial center stores — 143 new store openings and 123 stores acquired as part of the

Dime acquisition.

o Record loan volume of $306 billion, up 75 percent from the 2001 levels. Unprecedented low inter-
est rates drove record refinancing activity as home loan volume for the year totaled $275 billion.
Likewise, volume in home equity and multi-family lending increased to $22.1 billion, up 98 percent

from 2001.

WASHINGTON MUTUAL 2002
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e An 11 percent increase in total assets to $268.3 billion at year-end 2002, up from $242.5 billion at
the end of 2001.

® Year-end stockholders’ equity of $20.13 billion, representing 7.5 percent of total assets.

These highlights illustrate the continued strength of our business strategy and focus on serving mid-
dle market consumers by delivering the combination of great value and efficient, friendly service on
a national scale. We believe they also place us in a great position to meet our business objectives in
2003 and deliver on our long-term financial targets.

Looking ahead. We expect to deliver another strong year of profitability in 2003 as we continue our
journey to become the nation’s leading retailer of consumer financial services.

Our major business initiatives for 2003 will be centered on driving internal expansion through the
combination of new household acquisition and targeted cross-selling of products and services to
middle market consumers throughout the United States.

We look forward to reporting our progress to shareholders.
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FORWARD-LOOKING STATEMENTS

This summary annual report contains forward-looking statements, which are not historical facts and pertain
to future operating results. These forward-looking statements are within the meaning of the Private Securities
Litigation Reform Act of 1995. These forward-looking statements include, but are not limited to, statements
about our plans, objectives, expectations and intentions and other statements contained in this document that
are not historical facts. Forward-looking statements can be identified by the fact that they do not relate
strictly to historical or current facts. They often include words such as “expects,” “
“plans,” “believes,” “seeks,” “estimates,” or words of similar meaning, or future or conditional verbs, such as
“will,” “would,” “should,” “could,” or “may.”

M s

anticipates,” “intends,”

LI

These forward-looking statements are inherently subject to significant business, economic and competitive
uncertainties and contingencies, many of which are beyond our control. In addition, these forward-looking
statements are subject to assumptions with respect to future business strategies and decisions that are sub-
ject to change. Actual results may differ materially from the results discussed in these forward-looking state-
ments for the reasons, among others, discussed under the heading, “Business Factors That May Affect Future
Results” in Washington Mutual’s 2002 Annual Report on Form 10-K, which include: (1) changes in general
business and economic conditions may significantly affect our earnings; (2) the risk of our inability to effec-
tively manage the volatility of our mortgage banking business could adversely affect our earnings; (3) the risk
of our inability to effectively implement our business operations technology solutions could adversely affect
our earnings and financial condition; (4) the concentration of our operations in California could adversely
affect our operating results if the California economy or real estate market declines; (5) competition from
other financial services companies in our markets could adversely affect our ability to achieve our financial
goals; and (6) changes in the regulation of financial services companies could adversely affect our business.




INDEPENDENT AUDITORS' REPORT

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS
WASHINGTON MUTUAL, INC.

We have audited the consolidated statements of financial condition of Washington Mutual, Inc. and sub-
sidiaries (the Company) as of December 31, 2002 and 2001, and the related consolidated statements of
income, stockholders’ equity and comprehensive income, and of cash flows for each of the three years in
the period ended December 31, 2002. Such consolidated financial statements and our report thereon dated
February 18, 2003, expressing an unqualified opinion and including an explanatory paragraph concerning
the adoption of Statement of Financial Accounting Standards (SFAS) No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended, on January 1, 2001; SFAS No. 142, Goodwill and Other
Intangible Assets, on January 1, 2002; and SFAS No. 147, Acquisitions of Certain Financial Institutions,

on October 1, 2002 (which are not included herein), are included in Part IV of the Annual Report on

Form 10-K of Washington Mutual, Inc. for the year ended December 31, 2002. The accompanying condensed
consolidated financial statements are the responsibility of the Company’'s management. Our responsibility
is to express an opinion on such condensed consolidated financial statements in relation to the complete
consolidated financial statements.

In our opirion, the information set forth in the accompanying condensed consolidated statements of financial
condition as of December 31, 2002 and 2001, and the related condensed consolidated statements of income
for each of the three years in the period ended December 31, 2002, is fairly stated in all material respects in
relation to the consolidated financial statements frorm which it has been derived.

Lhile *dende Lep

Seattle, Washington

February 18, 2003
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Year ended December 31 2002 2001 2000
Dollars in millions, except per share amounts
Interest Income
Loans held for sale $ 1,724 $ 1,203 $ 201
Loans held in portfolio 9,252 10,030 9.187
Available-for-sale securities 2,959 3,573 2,811
Held-to-maturity securities - - 1,319
Other interest and dividend income 312 259 265
Total interest income 14,247 15,065 13,783
Interest Expense
Deposits 2,668 3,094 3,290
Borrowings 3,238 5,095 6,182
Total interest expense 5,906 8,189 9,472
Net interest income 8,341 6,876 4,311
Provision for loan and lease losses 595 575 185
Net interest income after provision for loan and lease losses 7,746 6,301 4,126
Noninterest Income
Home loan mortgage banking income (expense):
Loan servicing fees 2,237 1,375 295
Amortization iof mortgage servicing rights (2,616) (1,054) (133)
Impairment adjustment (3,219) (1,700 (%)
Revaluation gain from derivatives 2,517 - -
Net settlement income from certain interest-rate swaps 382 - -
Gain from mortgage loans 1,280 963 262
Other home loan mortgage banking income, net 350 134 18
Total home loan mortgage banking income (expense) 931 (283) 433
Depositor and other retail banking fees 1,634 1,290 976
Securities fees and commissions 362 303 318
Insurance income 177 100 49
Portfolio loan related income 349 193 82
Gain (loss) from other available-for-sale securities 768 600 4)
Gain on extinguishment of securities sold under
agreements to repurchase 282 621 -
Other income 287 424 130
Total noninterest income 4,790 3,248 1,984
Noninterest Expense
Compensation and benefits 2,899 1,924 1,348
Occupancy and equipment 1,153 804 604
Telecommunications and outsourced information services 524 441 323
Depositor and other retail banking losses 204 144 105
Amortization of goodwill - 139 83
Amortization of other intangible assets 67 33 23
Professional fees 208 201 101
Advertising and promotion 246 185 132
Other expense 1,081 746 407
Total noninterest expense 6,382 4,617 3,126
Income before income taxes 6,154 4,932 2,984
lncome taxes 2,258 1,818 1,085
Net Income $ 3,896 $ 3,114 $ 1,899
Net Income Attributable to Common Stock $ 3,891 $ 3,107 b 1,899
Net income per common share:
Basic $ 4,12 $ 3.65 $ 2.37
Diluted 4.05 3.59 2.36
Dividends declared per common share 1.06 0.90 0.76
Basic weighted average number of common shares outstanding
{in thousands) 943,905 850,245 801,262
Diluted weighted average number of common shares outstanding
{(in thousands) 960,152 864,658 804,695
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CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31
Dollars in millions

Assets

Cash and cash equivalents
Federal funds sold and securities purchased under resale agreements
Available-for-sale securities, total amortized cost of $42,592 and $58,783:
Encumbered ‘
Unencumbered

Loans held for sale
Loans held in portfolio
Allowance for loan and lease losses

Total loans held in portfolio, net of allowance for loan and lease losses
Investment in Federal Home Loan Banks
Mortgage servicing rights
Goodwill
Other assets

Total assets
Liabilities
Deposits:

Noninterest-bearing deposits
Interest-bearing deposits

Total deposits
Federal funds purchased and commercial paper
Securities sold under agreements to repurchase
Advances from Federal Home Loan Banks
Other borrowings
Other liabilities

Total liabilities
Redeemable preferred stock

Stockholders’ Equity

Common stock, no par value
Capital surplus - common stock
Accumulated other comprehensive income (loss)
Retained earnings
Total stockholders’ equity
Total liabilities, redeemable preferred stock, and stockholders’ equity

2002 2001

$ 7,208 $ 3,563
2,015 2,481
16,695 38,649
27,277 19,700
43,972 58,349
33,996 26,582
147,528 130,251
(1,653) (1,404)
145,875 128,847
3,703 3,873
5,341 6,241
6,270 2,175
19,918 10,395
$268,298 $242,506
$ 37,515 $ 23,259
118,001 83,923
155,516 107,182
1,247 4,690
16,717 39,447
51,265 61,182
15,264 12,576
8,155 3,264
248,164 228,341
- 102

5,961 3,178
175 (243)
13,998 11,128
20,134 14,063
$268,298 $242,506

For a complete set of Consolidated Financial Statements and Notes thereto, please refer to the Washington Mutual Inc. Annual Report on Form 10-K

for the year ended December 31, 2002.
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CORPORATE INFORMATION

Corporate Qverview

With a history dating back to 1889, Washington Mutual

is a retailer of consumer financial services that provides a
diversified line of products and services to consumers and
small- to mid-sized businesses. The company currently
operates more than 2,500 consumer banking, mortgage
fending, commercial banking, consumer finance and
financial services offices throughout the nation.

Common Stock

WIRAG Washington Mutual common stock is listed on
: B the New York Stock Exchange under the ticker
£ symbol WM.

Annual Meeting

The 2003 Annual'Meeting of Shareholders will be held
at 2:00 p.m. on April 15, 2003, in the S. Mark Taper
Foundation Auditorium at Benaroya Hall located at
200 University Street, Seattle, Washington.

Independent Auditors

Deloitte & Touche LLP

Annual Report on Form 10-K

The company’s 2002 Annual Report on Form 10-K,
filed with the Securities and Exchange Commission, is
available on the Washington Mutual, Inc. Web site at
www.wamu.com. The company will also provide copies
without charge upon request to Washington Mutual

Investor Relations.

Dividend Reinvestment and Stock Purchase Plan

Washington Mutual, Inc.'s Dividend Reinvestment and
Stock Purchase Plan allows registered shareholders to
reinvest cash dividends and contribute additional cash to
purchase Washington Mutual, Inc. common stock on an
occasional or monthly basis. The plan is administered by
Mellon Investor Services LLC. For more information or to
obtain a Plan brochure, contact the plan administrator,
Mellon Investor Services LLC.
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Transfer Agent and Registrar

Mellen Investor Services LLC

85 Challenger Road

Ridgefield Park, NJ 07660

(800) 234-5835

Registered shareholders can access their account online
through Investor ServiceDirect™ at www.melloninvestor.com
and:

o View account status

o View certificate history

e View book-entry information
o Make address changes

o Obtain duplicate 1099 tax forms

Investor Relations

Washington Mutual, Inc.
Investor Relations

1201 Third Avenue, WMT2140
Seattle, WA 98101

(206) 461-3187

Analysts, portfolio managers and other investors seeking
additional information about the company may contact
JoAnn DeGrande, manager of investor relations, at
(206) 461-3186, or Ruthanne King, senior financial
analyst, at (206) 461-6421.

For general shareholder inquiries, contact Iris Glaze,
manager of shareholder services, at (206) 461-4744.

Visit the Investor Relations area of the Washington Mutual
Web site at www.wamu.com/ir for stock and dividend
information, financial releases, links to Washington
Mutual SEC filings and other material of interest to
shareholders.
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PART I
Business
Overview

With a history dating back to 1889, Washington Mutual, Inc. is a financial services company
committed to serving consumers and small- to mid-sized businesses. Based on our consolidated assets at
December 31, 2002, we were the largest thrift holding company in the United States and the seventh
largest among all U.S. bank and thrift holding companies.

Company Growth

Our assets have grown over the last seven years primarily through the following acquisitions:

Acquisition Name Date Acquired Loans Deposits Assets
(in millions)

Keystone Holdings, INC....coovcceervennercninniiiienecnne e Dec. 20, 1996 $14,563 $12,815 $21,894
Great Western Financial Corporation ........ccceeveveeenviennunen July 1, 1997 32,448 27785 43,770
H.F. Ahmanson & CompanyW ........cc.ccovcvrrininnrnnnernennes Oct. 1, 1998 33,939 33975 50,353
Long Beach Financial Corporation........coccecvcevnecerneeereceens Oct. 1, 1999 415 - 821
Mortgage operations of The PNC Financial Services

Group, INC. ... Jan. 31, 2001 3,352 - 7,307
Bank United COTpP....ccccvccerrviroriinnniieinesesesnorierinssaeseesens Feb. 9, 2001 14,983 8,093 19,034
Fleet Mortgage Corp.@ .....cccoonenmmeieneenencn s June 1, 2001 4,378 - 7,813
Dime Bancorp, INC. ..o Jan. 4, 2002 21,660 15,171 31,288
HomeSide Lending® .........ccoovoviveernieeneenenieniescnnnes Mar. 1, 2002 1,094 - 1,232
HomeSide Lending, InC.% .........cccocevevriieiieeeeeeciecereevnns Oct. 1, 2002 42 - 2,775

() Includes loans, deposits and assets acquired by Ahmanson from Coast Savings Financial, Inc.
@) This was an acquisition of selected assets and/or liabilities.
3 With the acquisition of SR Investment, Inc., the Company purchased the ownership of HomeSide Lending, Inc.

During 2002, the Company completed three acquisitions. On January 4, 2002, we completed our
acquisition of New York-based Dime Bancorp, Inc. The acquisition of Dime added approximately
$31 billion to our asset base, including approximately $22 billion in loans, and increased our deposit base
by approximately $15 billion. The acquisition of Dime also significantly contributed to the growth in our
mortgage banking business, resulting in a $926 million increase to our mortgage servicing rights (“MSR”)
balance and a $49.24 billion increase in our portfolio of loans serviced for others.

In two transactions during 2002, we purchased for cash HomeSide Lending, Inc., the U.S. mortgage
unit of National Australia Bank Limited. The aggregate purchase price of HomeSide was $2.45 billion. The
acquisition of HomeSide added approximately $1 billion in loans held for sale, approximately $960 million
in net MSR and approximately $130 billion to our portfolio of loans serviced for others. We also acquired-a
proprietary loan servicing platform, which we intend to make our primary loan servicing platform. In
addition we assumed $760 million in long-term debt and $750 million in other liabilities.




Business Segments

We manage our operations by grouping our products and serv1ces within business segments. These
business segments are:

* Banking and Financial Services Group;
» Home Loans and Insurance Services Group; and
° Specialty Finance Group

The management of our interest rate risk, liquidity, capital, borrowings and purchased investment
securities portfolios is performed by our Treasury Division.

Our mission is to become the nation’s leading retailer of consumer financial services. Our strategy is -
to focus primarily on middle-market consumers in the largest metropolitan areas. Our entry into new
markets is led by the Home Loans and Insurance Services Group. Through advertising, branding and
positioning we build customer awareness and encourage households to conduct business with Washington
Mutual. In our selected market areas, we then overlay our retail banking operations and cross-sell key
products, including checking accounts, deposit accounts and home equity loans. Store expansion was a
priority in 2002 and will continue to be a priority in 2003. We plan to achieve our mission principally
through organic growth and ongoing operational improvements.

Banking and Financial Services Group

The Banking and Financial Services Group offers a comprehensive line of financial products and
services to a broad spectrum of consumers and small- to mid-sized businesses. The Group serves.
approximately seven million consumer households and businesses through 1,526 financial center stores, 59
business banking centers and 2,490 ATMs. The Group offers various deposit products including the
Group’s signature Free Checking accounts as well as other personal and business checking accounts}
savings accounts, money market deposit accounts and time deposit accounts.

The Group’s goal is to increase the number of the Company’s products and services used by
customers, thus increasing profitability. To achieve this goal, the Group’s strategy is to cross-sell products
and services to existing home loan customers and to new customers in selected market areas. During 2002,
we opened 143 new financial center stores primarily in the Atlanta, Phoenix, Denver and New York
metropolitan areas. The configuration of our néw stores is based on an innovative retail banking platform
that was launched in Las Vegas in 2000, and serves customers in an open, free-flowing retail environment.
We also acquired 123 financial center stores in the New York/New Jersey area as part of the Dime
acquisition. In 2003 we plan to add approximately 250 new stores primarily in Chicago and the New York
metropolitan area.

In addition to deposn products and home loans and insurance products, the Group offers a full range ‘
of other consumer products and services through its financial center stores, including:

° Home equity loans and lines of credit;

* Investment advisory and securities brokerage services;

° Annuities and mutual funds; and’

* Student loans, unsecured lines of credit and other consumer loans.

Home equity loans and lines of credit account for.11% of loans held in portfolio, up from 6% at the
end of 2001. Currently, less than 3% of households that have a home loan serviced by Washington Mutual
have a home equity loan or line of credit with us. Home equity loans and lines of credit generally provide
higher margins than home loans and represent an opportunity to expand the non-home.loan portfolio.




Investment advisory and securities brokerage services are provided by approximately 650 financial
consultants of WM Financial Services, a licensed broker-dealer. In addition, fixed annuities are offered to
the public by approximately 1,500 licensed bank employees. Our mutual fund management business, WM
Advisors, Inc., offers investment advisory and mutual fund distribution services. Assets under management
at December 31, 2002 totaled $13.09 billion.

The Banking and Financial Services Group also offers a full array of commercial banking products
and services primarily to small- and mid-sized businesses. These products include lines of credit,
receivables and inventory financing, equipment loans, real estate financing, government-guaranteed loans,
international trade financing, cash management and merchant bankcard services.

See “Operating Segments” within Management’s Discussion and Analysis for financial information
regarding the Banking and Financial Services Group.

Home Loans and Insurance Services Group
The principal activities of the Home Loans & Insurance Services Group include:
* QOriginating and servicing home loans;
* Buying and selling home loans in the secondary market; and
* Managing the home loan portfolio.

In 2002, Washington Mutual was the largest servicer and the second largest originator of mortgage
loans in the nation. The Group’s strategy is to remain a leading originator and servicer of home loans and
to increase its market share in both loan origination and loan servicing.

The Group offers home loans through multiple distribution channels, including 386 retail home loan
centers, 36 wholesale home loan centers, correspondent channels, and directly to consumers through call

centers and the internet. The Group also offers home loans through the Banking and Financial Services
Group’s 1,526 financial center stores.

Through these lending channels the Group offers a diversified set of home loan products including:

¢ Fixed-rate home loans;
* Adjustable-rate home loans (where the interest rate may be adjusted as frequently as every month);

* Hybrid home loans (loans with a rate of interest that is fixed for a predetermined time period,
typically 3 or 5 years, and then becomes adjustable); and

* Government insured or guaranteed home loans.

Insurance services complement the mortgage lending process, and products offered include
homeowners’, flood, earthquake and other property and casualty insurance. Other types of insurance
products offered include mortgage life insurance, accidental death and dismemberment, and term and
whole life insurance. The Group also manages the Company’s captive reinsurance activities.

Home loans are either originated or purchased, and are either held in portfolio or held for sale and
subsequently sold into the secondary market. We generally sell newly originated fixed-rate home loans and
hybrid home loans to the Federal National Mortgage Association (“Fannie Mae”), a government-
sponsored enterprise.

All loans, whether originated or purchased, are subject to the same nondiscriminatory underwriting
standards. When determining whether to make a loan, the Group follows established lending policies and
procedures that require consideration of an applicant’s credit profile and the size and characteristics of the
loan. When the Group purchases home loans, it normally delegates the underwriting responsibility to the
correspondent lenders that originate the loans. Correspondent lenders are required to comply with the




Group’s underwriting and appraisal standards, and quality control procedures are performed to ensure
_that compliance occurs.

The Group is migrating to single platforms for originating and servicing home loans. The process of
reducing the number of origination systems from seven to a single platform will occur in stages throughout
2003 and should be completed in 2004. In the fourth quarter of 2003, we expect to begin the multi-year
process of converting from an outsourced loan servicing system to a proprietary system acquired as part of
the HomeSide Lending transaction. During 2003, we will also be consolidating our nationwide loan
fulfillment operations from approximately 500 locations to approximately 60 locations. We anticipate that
these initiatives will improve operational efficiencies and productivity.

Mortgage servicing involves the administration and collection of home loan payments and fees. When
loans are sold into the secondary market, the Group generally retains the right to service those loans and
hence retains the customer relationship. We intend to use these customer relationships to cross-sell
additional products and services. The mortgage servicing portfolio '(including owned loans) grew from
approximately 4.3 million loans at December 31, 2001 to approximately 6.3 million at December 31, 2002.
Growth in the mortgage servicing portfolio in 2002 was largely due to the acquisitions of Dime and
HomeSide.

The Group also originates, and purchases from correspondents, loans to higher-risk borrowers as part
of its specialty mortgage finance program. Originated specialty mortgage finance loans, also called
specialty home loans, are made through Long Beach Mortgage Company and are usually held for sale.
Purchased specialty mortgage finance loans are generally held in portfolio. The risk characteristics of
specialty mortgage finance loans are similar whether originated or purchased. The Group reviews and
re-underwrites purchased specialty mortgage finance loans prior to purchasing them from correspondents.
Charge-offs on specialty mortgage finance loans are expected to be higher over time than the Group’s
other home loans. '

See “Operating Segments” within Management’s Discussion and Analysis for financial information
regarding the Home Loans and Insurance Services Group.

Specialty Finance Group

The Specialty Finance Group provides financing to developers, investors, mortgage bankers and
homebuilders for the acquisition, construction and development of apartment buildings (“multi-family”
lending), other commercial real estate and homes. The multi-family lending business accounts for a
majority of the Group’s revenues. The Group also services commercial real estate mortgages as part of its
commercial asset management business and conducts a consumer finance business through Washington
Mutual Finance Corporation’s 432 branches.

A key element of the Group’s strategy is to reduce its dependence on interest-ecarning assets and to
increase its fee-based service offerings. The Group will achieve this goal by:

o Developing a program to pool commercial real estate loans into mortgage-backed securities for sale
into the secondary market. This program will provide a distribution channel to originate, securitize
and sell commercial real estate assets while retaining the servicing rights and customer
relationships; ' :

° Increasing its service offerings to include products sold to government agencies; and

o Increasing market share in the highly fragmented multi-family market through acquisition, when,
and if, suitable opportunities are identified.

The Group’s multi-family lending program entails three key elements: originating loans, servicing
loans and providing ancillary banking services to enhance customer retention. Combining these three
elements under one umbrella has allowed the Group to become a leading originator and servicer of multi-




family loans. The Group’s multi-family lending program has a dominant market share — more than 20% in
certain key cities along the West Coast and is building its market share in the Northeast and the Midwest.
In early 2003, the Group completed the consolidation of its four multi-family servicing locations into one
location in Texas. The consolidation is expected to result in increased operating efficiencies while
improving already high levels of customer service.

In addition to commercial lending and servicing activities, the Specialty Finance Group, through
Washington Mutual Finance’s 432 branches, originates and services consumer installment loans and
consumer real estate secured loans. These loans are generally held in the loan portfolio. Loans originated
by Washington Mutual Finance generally earn higher yields than loans made by Washington Mutual’s
banking subsidiaries because they tend to have higher credit risk. The consumer installment loans are
primarily for personal, family or household purposes. Such loans are unsecured or secured by luxury goods,
automobiles or other personal property. Additionally, Washington Mutual Finance acquires installment
contracts from local retail establishments, usually without recourse to the originating merchant.

See “Operating Segments” within Management’s Discussion and Analysis for financial information
regarding the Specialty Finance Group.

Available Information

We make our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and all amendments to such reports filed pursuant to Section 13(a) or 15(d) of the Exchange
Act, available as soon as reasonably practicable free of charge on or through our website located at
www.wamu.com/ir after filing with the United States Securities and Exchange Commission.

Employees

Our number of full-time equivalent employees at December 31, 2002 was 52,459, compared with
39,465 at December 31, 2001 and 28,798 at December 31, 2000. During 2002, the number of full-time
equivalent employees increased primarily as a result of the acquisitions of Dime and HomeSide. We
believe that we have been successful in attracting quality employees and that our employee relations are
good.

Factors That May Affect Future Results

From time to time, we have made and will make forward-looking statements. Our Form 10-K and
other documents that we file with the Securities and Exchange Commission have forward-looking
statements. In addition, our senior management may make forward-looking statements orally to analysts,
investors, the media and others. Forward-looking statements can be identified by the fact that they do not
relate strictly to historical or current facts. They often include words such as “expects,” “anticipates,”
“intends,” “plans,” “believes,” “seeks,” “estimates,” or words of similar meaning, or future or conditional
verbs such as “will,” “would,” “should,” “could,” or “may.”

Forward-looking statements provide our expectations or predictions of future conditions, events or
results. They are not guarantees of future performance. By their nature, forward-looking statements are
subject to risks and uncertainties. These statements speak only as of the date they are made. We do not
undertake to update forward-looking statements to reflect the impact of circumstances or events that arise
after the date the forward-looking statements were made. There are a number of factors, many of which
are beyond our control, that could cause actual conditions, events or results to differ significantly from
those described in the forward-looking statements.

Some of these factors are described below.
General business and economic conditions may significantly affect our earnings.

Our business and earnings are sensitive to general business and economic conditions. These
conditions include short-term and long-term interest rates, inflation, money supply, fluctuations in both



debt and equity capital markets, the strength of the U.S. economy, and of the local economies in which we
conduct business. If any of these conditions worsen, our business and earnings could be adversely affected.
For example, if short-term interest rates rise faster than mortgage rates, our net interest income, which is
our largest component of net income, would be adversely affected. A prolonged economic downturn could
increase the number of customers who become delinquent or default on their loans, or a rising interest rate
environment could decrease the demand for loans. An increase in delinquencies or defaults could result in
a higher level of charge-offs and provision for loan and lease losses, which could adversely affect our
earnings.

In addition, our business and earnings are significantly affected by the fiscal and monetary policies of
the federal government and its agencies. We are particularly affected by the policies of the Federal Reserve
Board, which regulates the supply of money and credit in the United States. The Federal Reserve Board’s
policies directly and indirectly influence the yield on our interest-earning assets and the cost of our
interest-bearing liabilities. Changes in those policies are beyond our control and difficult to predict.

If we are unable to effectively manage the volatility of our morigage banking business, our eamings could
be adversely affected.

During 2001, through a series of acquisitions, we became one of the largest originators and servicers
of home loans in the nation. Changes in interest rates significantly affect the mortgage banking business.
One of the principal risks to the mortgage banking business is prepayments and their effect on MSR. Cne
of the ways we mitigate this risk is by purchasing financial instruments, such as fixed-rate investment
securities, interest rate contracts and forward commitments to purchase home loans, which tend to
increase in value when long-term interest rates decline. The success of this strategy, however, is dependent
on management’s judgments regarding the amount, type and mix of MSR risk management instruments
that we believe are appropriate to manage the changes in fair value of our MSR asset. If this strategy is not
successful, our net income could be adversely affected. For further discussion of how interest rate basis risk
and MSR prepayment risk is managed, see “Market Risk Management.”

A failure to effectively implement our business operations technology solutions could adversely affect our
earnings and financial condition.

During 2001 and early 2002, we consummated five acquisitions. As a result of these acquisitions, we
significantly expanded our mortgage banking and loan servicing business, greatly expanded our consumer
banking and lending presence in Texas and began consumer banking operations in the State of New York.
On the mortgage banking side, we are currently integrating the technology platforms of the acquired
companies into our business. We are developing single operating platforms for the origination and
servicing of home loans and are migrating from a decentralized mortgage operations model to a regional
processing configuration. We anticipate that these initiatives will result in economies of scale and operating
efficiencies. On the consumer banking side, we are currently upgrading the technology used in our
ATMs and financial center stores.

If we experience difficulties in the integration of the technology platforms or the upgrading of
software or any prolonged interruption of our service, we could experience higher than anticipated
administrative costs and the loss of customers, among other things. These events could cause our earnings
to be lower than anticipated and could adversely affect our operations and financial condition.

The financial services industry is highly competitive.

We are subject to significant competition in attracting and retaining deposits and making loans as well
as in providing other financial services in all of our market areas. We face pricing competition for loan and
deposit products. In addition, customer convenience and service capabilities, such as product lines offered
and the accessibility of services are significant competitive factors.




Our most direct competition for loans comes from other savings institutions, national mortgage
companies, insurance companies, commercial banks and government-sponsored enterprises. Qur most
direct competition for deposits comes from savings institutions, credit unions and commercial banks doing
business in our market areas. As with all banking organizations, we have also experienced competition
from nonbanking sources, including mutual funds, corporate and governmental debt securities and other
investment alternatives offered within and outside of our primary market areas.

Changes in the regulation of financial services companies could adversely affect our business.

Proposals for further regulation of the financial services industry are continually being introduced in
Congress. Proposals that are now receiving a great deal of attention include consumer protection initiatives
on predatory lending, credit reporting and privacy. The agencies regulating the financial services industry
also periodically adopt changes to their regulations. It is possible that one or more legislative proposals
may be adopted or regulatory changes may be made that would have an adverse effect on our business. For
further discussion of the regulations of financial services, see “Regulation and Supervision.”

Taxation
General

For federal income tax purposes, we report income and expenses using the accrual method of
accounting on a calendar year basis. We are subject to federal income tax under existing provisions of the
Internal Revenue Code of 1986, as amended, in generally the same manner as other corporations.

State Income Taxation

Many of the states in which we do business impose corporate income taxes on companies doing
business in those states. The State of Washington does not currently have a corporate income tax, but has a
business and occupation tax on gross receipts. Currently, the tax does not apply to interest received on
loans secured by first mortgages or deeds of trust on residential properties.

Assistance Agreement

In connection with the Keystone acquisition, we acquired American Savings Bank, FA. American
Savings Bank was formed to effect the December 1988 acquisition of certain assets and liabilities of the
failed savings and loan association subsidiary of Financial Corporation of America. In connection with the
acquisition of American Savings Bank, Keystone Holdings and certain of its affiliates entered into a
number of continuing agreements with the predecessor to the Federal Deposit Insurance Corporation
(“FDIC”), including an Assistance Agreement. The Assistance Agreement provides, in part, for the
payment to the Federal Savings & Loan Insurance Corporation Resolution Fund over time of 75% of most
of the federal tax savings and 19.5% of most of the California tax savings (in each case computed in
accordance with specific provisions contained in the Assistance Agreement) attributable to the utilization
of certain tax loss carryforwards. The provision for such payments is reflected in the Consolidated
Financial Statements as “Income Taxes.”

See Note 13 to the Consolidated Financial Statements — “Income Taxes.”

Environmental Regulation

Our business and properties are subject to federal and state laws and regulations governing
environmental matters, including the regulation of hazardous substances and wastes. For example, under
the federal Comprehensive Environmental Response, Compensation, and Liability Act and similar state
laws, owners and operators of contaminated properties may be liable for the costs of cleaning up
hazardous substances without regard to whether such persons actually caused the contamination. Such
laws may affect us both as an owner of properties used in or held for our business, and as a secured lender
on property that is found to contain hazardous substances or wastes.




Further, although the environmental regulations exempt holders of security interests, the exemption
may not be available if a secured party engages in the management of its borrower or the collateral
property in a manner deemed beyond the protection of the secured party’s interest. Federal and state
legislation, as well as guidance issued by the United States Environmental Protection Agency and a
number of court decisions, have provided assurance to lenders regarding the activities they may undertake
and remain within the environmental regulations’ secured party exemption. However, these assurances are
not absolute and generally will not protect a lender or fiduciary that participates or otherwise involves itself
in the management of its borrower, particularly in foreclosure proceedings. As a result, the federal
environmental regulations and similar state statutes may influence our decision whether to foreclose on
property that is found to be contaminated. Our general policy is to obtain an environmental assessment
prior to foreclosing on commercial property. The existence of hazardous substances or wastes on such
property may cause us to elect not to foreclose on the property, thereby limiting, and in some instances
precluding, our realization on such loans.

Regulation and Supervision

The following discussion describes elements of the extensive regulatory framework applicable to
savings and loan holding companies, federal savings associations and state savings banks and provides
some specific information relevant to us. This regulatory framework is primarily intended for the
protection of depositors, federal deposit insurance funds and the banking system as a whole rather than for
the protection of shareholders and creditors.

To the extent that this section describes statutory and regulatory provisions, it is qualified in its
entirety by reference to those provisions. Those statues and regulations, as well as related policies, are
subject to change by Congress, state legislatures and federal and state regulators. Changes in statutes,
regulations or regulatory policies applicable to the Company, including interpretation or implementation
thereof, could have a material effect on the Company’s business.

General

Washington Mutual, Inc. is a Washington state corporation. It owns two federal savings associations
and one Washington state-chartered savings bank, as well as numerous nonbank subsidiaries. Because our
state bank has elected to be treated as a savings association for purposes of federal holding company law,
Washington Mutual, Inc. is a savings and loan holding company. As a savings and loan holding company,
Washington Mutual, Inc. is subject to regulation by the Office of Thrift Supervision (the “OTS”).

Our federal savings associations are subject to extensive regulation and examination by the OTS, their
primary federal regulator, as well as by the FDIC. Cur state bank is subject to regulation and supervision
by the Director of Financial Institutions of the State of Washington (the “State Director”) and by the
FDIC. Our nonbank financial subsidiaries are also subject to various federal and state laws and
regulations.

All of our banking subsidiaries are under the common control of Washington Mutual, Inc. and are
insured by the FDIC. If an insured institution fails, claims for administrative expenses of the receiver and
for deposits in U.S. branches (including claims of the FDIC as subrogee of the failed institution) have
priority over the claims of general unsecured creditors. In addition, the FDIC has authority to require any
of our banking subsidiaries to reimburse it for losses it incurs in connection either with the failure of
another of our banking subsidiaries or with the FDIC’s provision of assistance to one of our banking
subsidiaries that is in danger of failure.

Fayment of Dividends

Washington Mutual, Inc. is a legal entity separate and distinct from its banking and other subsidiaries.
Its principal sources of funds are cash dividends paid by those subsidiaries, investment income, and
borrowings. Federal and state law limits the amount of dividends or other capital distributions that a




banking institution, such as our federal associations and our state bank, can pay. Each of our banking
subsidiaries has a policy to remain well-capitalized and, accordingly, would not pay dividends to the extent
payment of the dividend would result in it not being well-capitalized. In addition, our federal associations
must file an application with the OTS at least 30 days before they can pay dividends to Washington Mutual,
Inc. The ability of Washington Mutual, Inc. to borrow funds, for the purpose of paying dividends to its
shareholders or otherwise, from its banking subsidiaries is limited by affiliate transaction restrictions
discussed below. See Note 18 to the Consolidated Financial Statements - “Regulatory Capital
Regquirements and Dividend Restrictions” for a more detailed description of the limits on the dividends
our subsidiary banks can pay.

Capital Adequacy

Washington Mutual, Inc. is not currently subject to any regulatory capital requirements, but each of its
subsidiary banking institutions is subject to various capital requirements, Qur state bank is subject to FDIC
capital requirements, while our federal associations are subject to OTS capital requirements. An
institution’s capital category depends upon where its capital levels are in relation to relevant capital
measures, which include a risk-based capital measure, a leverage ratio capital measure, a tangible equity
ratio measure, and certain other factors.

Federal law and regulations establish minimum capital standards, and under the OTS and FDIC
regulations, an institution is required to have a leverage ratio of at least 4.00%, a Tier 1 risk-based ratio of
4.00% and a total risk-based ratio of 8.00%. In addition, our federal associations are required to have a
tangible capital ratio of 1.50%. Federal law and regulations also establish five capital categories: well-
capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. An institution is treated as well-capitalized if its ratio of total capital to risk-weighted
assets is 10.00% or more, its ratio of core capital to risk-weighted assets is 6.00% or more, its leverage ratio
is 5.00% or more, and it is not subject to any federal supervisory order or directive to meet a specific
capital level. In order to be adequately capitalized, an institution must have a total risk-based capital ratio
of not less than 8.00%, a Tier 1 risk-based capital ratio of not less than 4.00%, and a leverage ratio of not
less than 4.00%. Any institution that is neither well-capitalized nor adequately capitalized will be
considered undercapitalized. Any institution with a tangible equity ratio of 2.00% or less will be considered
critically undercapitalized.

As of December 31, 2002, each of our banking subsidiaries met all capital requirements to which they
were subject and satisfied the requirements to be treated as well-capitalized. See Note 18 to the
Consolidated Financial Statements — “Regulatory Capital Requirements and Dividend Restrictions” for an
analysis of our regulatory capital.

Holding Company Status and Acquisitions

Washington Mutual, Inc. is a multiple savings and loan holding company, as defined by federal law,
because it owns more than one savings association. Washington Mutual, Inc. is regulated as a unitary
savings and loan holding company, however, because the OTS deems our federal associations to have been
acquired in supervisory transactions. Therefore, we are exempt from certain restrictions that would
otherwise apply under federal law to the activities and investments of a multiple savings and loan holding
company. These restrictions will apply to Washington Mutual, Inc. if any of our three banking institutions
fails to meet a qualified thrift lender test established by federal law. The Company’s three banking
subsidiaries are currently in compliance with qualified thrift lender standards.

Washington Mutual, Inc. may not acquire control of another savings association unless the OTS
approves. Washington Mutual, Inc. may not be acquired by a company, other than a bank holding
company, unless the QTS approves, or by an individual unless the OTS does not object after receiving
notice. Washington Mutual, Inc. may not be acquired by a bank holding company unless the Board of
Governors of the Federal Reserve System (the “Federal Reserve”) approves. In any case, the public must



have an opportunity to comment on the proposed acduisition, and the OTS or Federal Reserve must
complete an application review. Without prior approval from the OTS, Washington Mutual, Inc. may not
acquire more than 5% of the voting stock of any savings institution that is not one of its subsidiaries.

The Gramm-Leach-Bliley Act generally restricts any non-financial entity from acquiring us unless
such non-financial entity was, or had submitted an application to become, a savings and loan holding
company as of May 4, 1999. Since Washington Mutual, Inc. was treated as a unitary savings and loan
holding company prior to that date, Washington Mutual, Inc. may engage in non-financial activities and
acquire non-financial subsidiaries.

Federal Home Loan Bank System

The primary purpose of the Federal Home Loan Banks (the “FHLBs”) is to provide funding to their
members for making housing loans as well as for affordable housing and community development lending.
The FHLBs are generally able to make advances to their member institutions at interest rates that are
lower than could otherwise be obtained by such institutions. The FHLB System consists of twelve regional
FHLBs; each is federally chartered but privately owned by its member institutions. The Federal Housing
Finance Board {“Finance Board™), a government agency, is generally responsible for regulating the FHLB
System.

Generally, an institution eligible to be a member must initially apply for membership in the FHLB for
the district where the member’s principal place of business is located. One of our savings associations,
Washington Mutual Bank, FA (“WMBFA”), currently is a member only of the San Francisco FHLB,
because WMBFA’s home office is in Stockton, California. Our state bank, whose head office is in Seattle, is
a member of the Seattle FHLB, as is our other federal association, whose home office is in Salt Lake City.
The Dallas FHLB (of which Bank United was a member prior to merging into WMBFA) and the New
York FHLB (of which Dime’s depository institution subsidiary, The Dime Savings Bank of New York, FSB,
was a member prior to merging into WMBFA) have requested that the Finance Board allow WMBFA to
be a member of those FHLBs without terminating WMBFA’s membership in the San Francisco FHLB.
WMBFA has supported these requests. The Finance Board is currently considering whether institutions
may be members of more than one FHLB.

Deposit Insurance

The FDIC insures the deposits of each of our banking subsidiaries to the applicable maximum in each
institution, and such insurance is backed by the full faith and credit of the United States government. The
FDIC administers two separate deposit insurance funds, the Bank Insurance Fund (the “BIF”) and the
Savings Association Investment Fund (the “SAIF”). The BIF is a deposit insurance fund for commercial
banks and some federal and state-chartered savings banks. The SAIF is a deposit insurance fund for most
savings associations. Cur state bank is a member of the BIF, but a substantial portion of its deposits is
insured through the SAIF. Cur federal associations are members of the SAIFE but a small portion of
WMBFA's deposits is insured through the BIF.

The FDIC has established a risk-based system for setting deposit insurance assessments. Under the
risk-based assessment system, an institution’s insurance assessments vary according to the level of capital
the institution holds and the degree to which it is the subject of supervisory concern. In addition, regardless
of the potential risk to the insurance fund, federal law requires the FDIC to establish assessment rates that
will maintain each insurance fund’s ratio of reserves to insured deposits at $1.25 per $100. Both funds
currently meet this reserve ratio. During 2002, the assessment rate for both SAIF and BIF deposits ranged
from zero to 0.27% of assessable deposits. Our banking subsidiaries qualified for the lowest rate on their
deposits in 2002. Accordingly, none of these institutions paid any deposit insurance assessments in 2002. If,
in the future, the reserve ratio of either insurance fund falls below required levels, that fund may
reinstitute deposit insurance assessments for all institutions, including those not currently subject to
deposit insurance assessments.
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In addition to deposit insurance assessments, the FDIC is authorized to collect assessments against
deposits to be paid to the Financing Corporation (“FICO”) to service FICO debt incurred in the 1980s.
The FICO assessment rate is adjusted quarterly. Since 2000, SAIF- and BiF-assessable deposits have been
assessed at the same rate by FICQ. For the years 2001 and 2002, the average annual rate was 1.90 cents
and 1.75 cents per $100 of assessable deposits.

Affiliate Transaction Restrictions

Our three banking subsidiaries are subject to the same affiliate and insider transaction rules
applicable to member banks of the Federal Reserve System as well as additional limitations imposed by the
OTS. These provisions prohibit or limit a banking institution from extending credit to, or entering into
certain transactions with, affiliates, principal stockholders, directors and executive officers of the banking
institution and its affiliates. For these purposes, the term “affiliate” generally includes a holding company
such as Washington Mutual, Inc. and any company under common control with the banking institution. In
addition, the federal law governing unitary savings and loan holding companies prohibits our banking
subsidiaries from making any loan to any affiliate whose activity is not permitted for a subsidiary of a bank
holding company. This law also prohibits each of our banking institutions from making any equity
investment in any affiliate that is not its subsidiary. Each of our banking subsidiaries currently is in material
compliance with all these provisions.

Federal Reserve, Consumer and Other Regulation

Numerous regulations promulgated by the Federal Reserve Board affect the business operations of
our banking subsidiaries. These include regulations relating to equal credit opportunity, electronic fund
transfers, collection of checks, truth in lending, truth in savings and availability of funds.

Under Federal Reserve regulations, our banking subsidiaries are each required to maintain a reserve
against their transaction accounts (primarily interest-bearing and noninterest-bearing checking accounts).
Because reserves must generally be maintained in cash or in noninterest-bearing accounts, the effect of the
reserve requirements is to increase an institution’s cost of funds. These amounts and percentages are
subject to adjustment by the Federal Reserve Board. A savings bank, like other depository institutions
maintaining reservable accounts, may borrow from the Federal Reserve Bank discount window, but the
Federal Reserve Board’s regulations require the savings bank to exhaust other reasonable alternative
sources before borrowing from the Federal Reserve Bank.

The Gramm-Leach-Bliley Act included provisions that give consumers new protections regarding the
transfer and use of their nonpublic personal information by financial institutions. In addition, states are
permitted under the Gramm-Leach-Bliley Act to have their own privacy laws, which may offer greater
protection to consumers than the Gramm-Leach-Bliley Act. Numerous states in which the Company does
business have enacted such laws.

The four federal banking agencies, including our regulators, have jointly issued expanded examination
and supervision guidance relating to two areas affecting our activities — subprime lending and, most
recently, mortgage banking and MSR. The guidance on subprime lending principally applies to institutions
with subprime lending programs with an aggregate credit exposure equal to or greater than 25% of an
institution’s Tier 1 capital and advises that examiners will evaluate the capital of each subprime lender on a
case-by-case basis. WMBFA currently holds purchased specialty mortgage finance loans significantly in
excess of 25% of its Tier 1 capital and could be adversely affected by the application of the guidance since
a significant portion of these loans may be considered subprime loans under the guidance.

The guidance on mortgage banking activities and mortgage servicing rights highlights the banking
agencies’ concerns about and provides guidance relating to mortgage banking activities, primarily in the
valuation and hedging of mortgage servicing rights. The guidance states that institutions with significant
exposure to mortgage related assets, especially mortgage servicing rights, should expect greater scrutiny of
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those assets during examinations, and additional capital may be required for institutions that fail to follow
the practices set forth in the guidelines. :

On October 26, 2001, President Bush signed into law the USA PATRIOT Act. The Act includes
numerous provisions designed to fight international money laundering and to block terrorist access to the
U.S. financial system. The provisions generally affect banking institutions, broker-dealers and certain other
financial institutions. The Act requires some of our subsidiaries to.adopt new policies and procedures to
combat money laundering and grants the Secretary of the Treasury broad authority to establish regulations
and to impose requirements and restrictions on subsidiary operations. We do not expect the impact of the
Act on our operations to be material, and we have established policies and procedures to ensure
compliance with the Act’s provisions.

Community Reinvestment Act

The Community Reinvestment Act (“CRA”) requires that our banking subsidiaries ascertain and help
meet the credit needs of the communities we serve, including low- to moderate-income neighborhoods,
while maintaining safe and sound banking practices. The regulatory agency assigns one of four possible
ratings to an institution’s CRA performance and is required to make public an institution’s rating and
written evaluation. The four possible ratings of meeting community credit needs are outstanding,
satisfactory, needs to improve, and substantial noncompliance. In 2000, each of our federal associations
received an “outstanding” CRA rating from the OTS. In 2002, our state bank received a “satisfactory”
CRA rating from the FDIC. We maintain a CRA public file that is available for viewing. The file includes
copies of our most recent CRA Public Evaluations, descriptions of our products and services, delivery
outlet information, and public comments.

In September 2001, we announced a new ten-year $375 billion community commitment, effective
January 2002. This commitment replaced prior ones made by us and the companies we acquired. As of
December 31, 2002, we had exceeded our yearly targets for lending in low- to moderate-income
neighborhoods and underserved market areas.

Regulatory Sanctions

The OTS, FDIC and the State Director may sanction any of their regulated institutions that do not
operate in accordance with applicable regulations, policies and directives. Proceedings may be instituted
against any banking institution, or any institution-affiliated party, such as a trustee, director, officer,
employee, agent, or controlling person, who engages in unsafe and unsound practices, including violations
of applicable laws and regulations. The OTS, FDIC and the State Director may revalue assets of an
institution, based upon appraisals, and may require the establishment of specific reserves in amounts equal
to the difference between such revaluation and the book value of the assets. The FDIC has additional
authority to terminate insurance of accounts, after notice and hearing, upon a finding that the insured
institution is or has engaged in any unsafe or unsound practice that has not been corrected, is operating in
an unsafe or unsound-condition, or has violated any applicable law, regulation, rule, or order of or
condition imposed by the FDIC. |

Regulation of Nonbanking Affiliates

As broker-dealers registered with the Securities and Exchange Commission and as members of the
National Association of Securities Dealers, Inc. (“NASD”), our broker-dealer subsidiaries are subject to
various regulations and restrictions imposed by those entities, as well as by various state authorities. As a
registered. investment advisor, WM Advisors is subject to various federal and state securities regulations
and restrictions. Our consumer finance subsidiaries are subject to various federal and state laws and
regulations, including those relating to truth-in-lending, equal credit opportunity, fair credit reporting, real
estate settlement procedures, debt collection practices and usury. Our insurance subsidiaries are subject to
regulation by various state insurance regulators. Some of our subsidiaries are subject to various state
licensing and examination requirements.
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Principal Officers

The following table sets forth certain information regarding the principal officers of Washington
Mutual: ‘ ‘ :

Employee of
. Company
Principal Officers  Age Capacity in Which Served Since
Kerry K. Killinger........ccccovevennens . 53 Chairman of the Board of Directors, President 1983
and Chief Executive Officer
Thomas W. Casey......cccoevervuencnen 40 Executive Vice President and Chief Financial 2002
Officer '
Craig J. Chapman........c...ccccovnnee. 46  Group President, Specialty Finance Group and 1998
Chief Administrative Officer '
Fay L. Chapman .......cc.ceccoevvvvenenns 56  Senior Executive Vice President and General 1997
Counsel
Daryl D. David......ccocveererrvcnncnnne 48  Executive Vice President, Human Resources 2000
Craig S. Davis......cceceeveevveeveeee. 51 Group President, Home Loans and Insurance 1996
Services ,
Jeremy V. Gross......coovceiiiinnee 44  Executive Vice President and Chief Information 2001
Officer
William A. Longbrake ................. 59  Vice Chair, Enterprise Risk Management and 1996
' Chief Risk Officer ‘ :
Robert H. Miles .....cocovveerenveinennn. 46  Senior Vice President and Controller 1999
Deanna W. Oppenheimer ......... .. 44 Group President, Banking and Financial Services 1985
Craig E. Tall.c.coirecccrncnrirenenne, ... 57 Vice Chair, Corporate Development and Strategic 1985
o Planning :
James G. Vanasek ............. “inen 58 Executive Vice President and Chief Credit Officer 1999

Mr. Killinger has established two committees within the management of the Company, the Executive
Committee and the President’s Council. He established the Executive Committee in 1990 to facilitate and
coordinate decision making by and communication among the most senior executive officers of the
Company who, as a committee, determine the Company’s strategic direction. The President’s Council,
established by Mr. Killinger in December 2002 and comprised of the Chief Financial Officer, the Chief
Administrative Officer and the Group Presidents, is focused on operational efficiency, operational
decision-making and strategic execution, with particular emphasis on operations and execution across
business segments. The exécutive officers serving on these committees at December 31, 2002 are indicated
below.

Mr. Killinger is Chairman, President and Chief Executive Officer of Washington Mutual. He was
named President and Director in 1988, Chief Executive Officer in 1990 and Chairman in 1991.
Mr. Killinger joined Washington Mutual as an Executive Vice President of Washington Mutual Bank in
1983. He has been a member of the Executive Committee since its formation in 1990.

Mr. Casey is Executive Vice President and Chief Financial Officer of Washington Mutual. As a
member of the Executive Committee and the President’s Council, he oversees all aspects of Washington
Mutual’s corporate finance and investor relations functions. Prior to joining Washington Mutual,
Mr. Casey was with GE Capital Corp. from 1992 through 2002 where he held advising, controllership and
analyst positions prior to becoming Vice President of GE Capital and Vice President and CFO of GE
Financial Assurance.

Mr. Chapman is Group President of Specialty Finance and Chief Administrative Officer. He is
responsible for overseeing the Commercial Real Estate and Specialty Lending units and Washington
Mutual Finance Corporation. As Chief Administrative Officer, Mr. Chapman oversees operational
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excellence, acquisition integration, corporate property services and strategic sourcing. After joining
Washington Mutual in 1998 as President and Chief Executive Officer of Washington Mutual Finance
Corporation, he became a member of the Executive Committee in 2001 and a member of the President’s
Council in 2002. Previously, Mr. Chapman served as President of AMRESCO Residential Mortgage
Corporation from 1996 to 1997,

Ms. Chapman has been Senior Executive Vice President and General Counsel since 1999. She became
Executive Vice President, General Counsel and a member of the Executive Committee in 1997.

Mr. David joined Washington Mutual in 2000 as Executive Vice President, Human Resources. He is
responsible for talent acquisition, organizational capabilities, leadership development and rewards and
benefits. Mr. David became a member of the Executive Committee in 2001, He has more than 25 years of
human resources management experience, most recently, at Amazon.com as Vice President of Strategic
Growth and Human Resources.

Mr. Davis is Group President of Home Loans and Insurance Services. He is responsible for home loan
lending and insurance services and overseeing the Community and External Affairs division. Mr. Davis
became Executive Vice President and a member of the Executive Committee in January 1997 and a
member of the President’s Council in 2002. Prior to joining Washington Mutual, he was Director of
Mortgage Originations of American Savings Bank, FA. from 1993 through 1996 and served as President of
ASB Financial Services, Inc. from 1989 to 1993.

Mr. Gross joined Washington Mutual in 2001 as Executive Vice President and Chief Information
Officer and became a member of the Executive Committee at that time. He is responsible for directing the
Company’s corporate technology strategy. Mr., Gross joined Washington Mutual from Sydney, Australia-
based Westpac Banking Corp. where he was Group Executive of Technology, Operations and eCommerce
from 1999 to 2001. Previously, he spent seven years at Countrywide Credit Industries where he was
Managing Director and Chief Technology Officer.

Mr. Longbrake has been Vice Chair, Enterprise Risk Management and Chief Risk Officer since 2002,
He has been a member of the Executive Committee since 1996. He is responsible for managing the
Company’'s market risk, operational risk, compliance, internal audit, security, information security,
business continuity planning, insurance risk and regulatory relations. From 1996 to 1999, Mr. Longbrake
was Executive Vice President and Chief Financial Officer. He became Vice Chair in 1999.

Mr. Miles has been Senior Vice President and Controller since January 2001. He serves as Washington
Mutual’s principal accounting officer. Mr. Miles joined the Company as Senior Vice President, Corporate
Tax in June 1999. Prior to joining the Company, Mr. Miles was Director, Domestic Taxes of BankBoston,
N.A. from 1996 to 1999.

Ms. Oppenheimer is Group President of Banking and Financial Services. She is responsible for
consumer banking, financial services and business banking. Additionally, Ms. Oppenheimer oversees
corporate marketing and corporate communications. Ms. Oppenheimer became Executive Vice President
in 1993, has been a member of the Executive Committee since its formation in 1990, and became a
member of the President’s Council in 2002. She has been an officer of the Company since 1985.

Mr. Tall is Vice Chair, Corporate Development and Strategic Planning. He is responsible for
overseeing the Company’s corporate development, including acquisitions, strategic planning, real estate
investments, and Washington Mutual’s Strategic Capital Fund. Mr. Tall became an Executive Vice
President in 1987 and Vice Chair in 1999. He has been a member of the Executive Committee since its
formation in 1990.

Mr. Vanasek is Executive Vice President and Chief Credit Officer. He is responsible for overseeing all
facets of the Company’s credit risk management policies, strategies and performance. Mr. Vanasek became
a member of the Executive Committee in 2001. Prior to joining Washington Mutual in 1999, he spent eight
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years at the former Norwest Bank, in a variety of lending risk management positions including Chief Credit
Officer.

Properties

The Company’s headguarters are located at 1201 Third Avenue, Seattle, Washington 98101. As of
December 31, 2002, we conducted business in 44 states through approximately 2,773 physical distribution
centers.

Additionally, significant facilities that we owned or leased were as follows:

Approximate Termination or

Location Leased/Owned Square Footage Renewal Date”
1201 3rd Ave., Seattle, WA ....cccooivv v Leased 308,000 2007
1191 2nd Ave., Seattle, WA ......cocooiivieiee e, Leased 189,000 2006
1111 3rd Ave., Seattle, WA....occcooiveiieirereeeerreeee e Leased 231,000 2006
999 3rd Ave., Seattle, WA ...........ooiieieeeeeer s Leased 142,000 2006
1501 4th Ave., Seattle, WA ..o i Leased 104,000 2010
1301 5th Ave., Seattle, WA ......ccooeriviierereeeee e, Leased 133,000 2008
2500 & 2530 223rd St. SE, Bothell, WA.......c.occoeenen. Leased 106,000 2008
18525 361 Ave. S, SeaTac, WA.....coooviverrieeeiinnns Owned 104,000 n/a
Northridge, CA@ .....ccooioiiiieereee e Leased 351,000 2005-2006
Stockton, CAD ..., Owned 326,000 n/a
Chatsworth, CA® ... Leased 404,000 2003-2015
Chatsworth, CA® ..o et Owned 331,000 n/a
Irvine, CADG oo Leased 183,000 2004-2010
Irvine, CA® .o Owned 345,000 n/a
3883 Airway Drive, Santa Rosa, CA.....ccooveinirvcnniens Owned 110,000 n/a
3200 SW Freeway, Houston, TX .....ccocceeeverivnvninncnnnns Leased 358,000 2008
9601 McAllister Fwy, San Antonio, TX.....c.ccecvrvveinenes Leased 159,000 2005
Jacksonville, FL) ..o s Leased 409,000 2003-2009
7301 Baymeadows Way, Jacksonville, FL ......c.............. Owned 147,000 n/a
2601 10th Ave. N., Lake Worth, FL ........cccoviiviineen. Owned 112,000 n/a
2210 Enterprise Dr., Florence, SC....cocccovvervvnnnne. Leased 179,000 2008
231 E. Ave., Albion, NY ...ccooviiiieiiiiiee e nrvre e Leased 132,000 2011
EAB Plaza, Uniondale, NY ..ccccoovveriviiiiienre e, Leased 126,000 ' 2007
3050 Highland Pkwy, Downers Grove, IL......cccccoeeee. Leased 181,000 2013
Vernon Hills, IL@ ..ot Leased 408,000 2003-2006
11200 W. Parkland Ave., Milwaukee, WI.......c.cccoone.. Owned 242,000 n/a

@ The Company has options to renew leases at most locations.
@ Multiple locations.
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Legal Proceedings

In the ordinary course of business, the Company and its subsidiaries are routinely defendants in or
parties to a number of pending and threatened legal actions and proceedings, including actions brought on
behalf of various classes of claimants. In certain of these actions and proceedings, claims for substantial
monetary damages are asserted against the Company and its subsidiaries. Certain of these actions and
proceedings are based on alleged violations of consumer protection, banking and other laws.

In view of the inherent difficulty of predicting the outcome of such matters, the Company cannot state
what the eventual outcome of pending matters will be. Based on current knowledge, management does not
believe that liabilities, if any, arising from any single pending proceeding will have a material adverse effect
on the consolidated financial position, operations or liquidity of the Company. However, if an unfavorable
outcome were to occur in more than one proceeding during the same reporting period, there exists the
possibility of a material adverse impact on the Company’s operating results for that particular period,
depending upon, among other things, the level of the Company’s income for such period.

Submission of Matters to a Vote of Security Holders

No matters were submitted to shareholders during the fourth quarter of 2002.
PART II

Market for our Common Stock and Related Stockholder Matters

Our common stock trades on The New York Stock Exchange under the symbol WM. As of
February 28, 2003, there were 939,456,466 shares issued and outstanding (including 17.775 million shares
held in escrow) held by 45,385 shareholders of record. The information regarding high and low quarterly
sales prices of the Company’s common stock, and the quarterly cash dividends declared thereon, is set
forth in this Form 10-K in the “Quarterly Results of Operations” table included under Supplementary
Data on page 142 and is expressly incorporated herein by reference.

The “Securities Authorized for Issuance Under Equity Cofnpensation Plans” are incorporated by
reference from our definitive proxy statement in conjunction with our Annual Meeting of Shareholders to
be held April 15, 2003. :
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Controls and Procedures

An evaluation was performed under the supervision and with the participation of the Company’s
management, including the Chief Executive Officer (“CEQO”) and Chief Financial Officer (“CFO”), of the
effectiveness of the design and operation of the Company’s disclosure controls and procedures within
90 days before the filing date of this annual report. Based on that evaluation, the Company’s management,
including the CEQC and CFO, concluded that the Company’s disclosure controls and procedures were
effective. There have been no significant changes in the Company’s internal controls or in other factors
that could significantly affect internal controls subsequent to their evaluation.

We intend to review and evaluate the design and effectiveness of our disclosure controls and
procedures on an ongoing basis and to improve our controls and procedures over time and to correct any
deficiencies that we may discover in the future. Our goal is to ensure that our senior management has
timely access to all material financial and non-financial information concerning our business. While we
believe the present design of our disclosure controls and procedures is effective to achieve our goal, future
events affecting our business may cause us to modify our disclosure controls and procedures.

Critical Accounting Policies

The preparation of financial statements in accordance with accounting principles generally accepted
in the United States of America requires management to make a number of judgments, estimates and
assumptions that affect the reported amount of assets, liabilities, income and expenses in our Consolidated
Financial Statements and accompanying notes. We believe that the judgments, estimates and assumptions
used in ‘the preparation of our Consolidated Financial Statements are appropriate given the factual
circumstances as of December 31, 2002. However, given the sensitivity of our Consolidated Financial
Statements to these critical accounting policies, the use of other judgments, estimates and assumptions
could result in material differences in our results of operations or financial condition.

Various elements of our accounting policies, by their nature, are inherently subject to estimation
techniques, valuation assumptions and other subjective assessments. In particular, we have identified four
policies that, due to the judgments, estimates and assumptions inherent in those policies, are critical to an
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understanding of our Consolidated Financial Statements. The table below represents information about
the nature of and rationale for the Company’s critical accounting policies:

Critical
Accounting
Policy

Consolidated
Statements
of Financial
Position Caption

Consolidated
Statements of
Income Caption

Nature of Estimates Required

Reference

Fair value of
mortgage
servicing rights

Mortgage
servicing rights

Home loan
mortgage
banking income
(expense):
Impairment
adjustment

Determining the fair value of our
MSR requires us to formulate
conclusions about anticipated changes
in future market conditions, including
interest rates, Our loan servicing
portfolio is subject to prepayment risk,
which subjects our MSR to
impairment risk.

The fair value of our MSR is
estimated using a discounted cash flow
model. The discounted cash flow
model estimates the present value of
the future net cash flows of the
servicing portfolio based on various
factors, such as servicing costs,
expected prepayment speeds and
discount rates, about which
management must make assumptions
based on future expectations. While
the Company’s model estimates a
value, the specific value used is based
on a variety of factors, such as
documented observable data and
anticipated changes in market
conditions. All of the assumptions are
based on standards used by market
participants in valuing MSR. The
reasonableness of management’s
assumptions about these factors is
confirmed through quarterly
independent broker surveys.
Independent appraisals of the fair
value of our servicing portfolio are
obtained periodically, but not less
frequently than annually, and are used
by management to evaluate the
reasonableness of the fair value
conclusions.

Limitations to the
measurement of
MSR fair value are’
described in the
subsequent section
of Management’s
Discussion and
Analysis -
“Earnings
Performance” on
page 29. See the
key economic
assumptions and
the sensitivity of
the current fair
value for home
loans” MSR to
immediate changes
in those
assumptions in
Note 5 to the
Consolidated
Financial
Statements —
“Mortgage
Banking
Activities.”

Rate lock
commitments

Other assets

Home loan
mortgage
banking income
(expense): Gain
from mortgage
loans

The Company enters into
commitments to make loans whereby
the interest rate on the loan is set
prior to funding (rate lock’
commitments). Rate lock
commitments on mortgage loans that

‘are intended to be sold are considered

to be derivatives, and therefore, they .
are recorded at fair value. In
measuring the fair value of rate lock
commitments, the amount of the
expected servicing rights is included in
the valuation. This value is calculated
using the same methodologies as are
used to value the Company’s MSR,
adjusted using an anticipated fallout
factor for loan commitments that will ’
never be funded. This policy of
recognizing the value of the derivative
has the effect of recognizing the gain
from mortgage loans before the loans
are sold.

See further
discussion in the
subsequent section
of Management’s
Discussion and
Analysis —

““Earnings-

Performance” on
page 29.
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Critical
Accounting
Policy

Consolidated
Statements
of Financial

Position Caption

Consolidated
Statements of
Income Caption

Nature of Estimates Required

Reference

Allowance for
loan and lease
losses

Allowance for
loan and lease
losses

Provision for
loan and lease
losses

The allowance for loan and lease
losses represents management’s
estimate of credit losses inherent in
the Company’s loan and lease
portfolios as of the balance sheet
date. The estimation of the allowance
is based on a variety of factors,
including past loan loss experience,
adverse situations that have occurred
but are not yet known that may affect
the borrower’s ability to repay, the
estimated value of the underlying
collateral and general economic
conditions. The Company’s
methodology for assessing the
adequacy of the allowance includes
the evaluation of three distinct
elements: the formula allowance, the
specific allowance and the unallocated
allowance. The ultimate recovery of
all loans is susceptible to future
market factors beyond the Company’s
control.

The estimates and
judgments are
described in
further detail in
the subsequent
sections of
Management'’s
Discussion and
Analysis — “Asset
Quality” on
page 43 and in
Note 1 to the
Consolidated
Financial
Statements -
“Summary of
Significant
Accounting
Policies.”

Net periodic
pension
expense

Other assets

Compensation
and benefits

The net periodic pension expense is
actuarially determined using assumed
discount rates, assumed rates of
compensation increase and expected
return on assets. These assumptions
are ultimately determined by
management.

The discount rate is determined using
Moody’s Aa spot rate as of year end.
The compensation rate is determined
by reviewing the Company’s salary
increases each year along with
reviewing industry averages. The
expected return on assets represents
management’s expectation of the
average rate of earnings on the funds
invested to provide for the benefits
included in the projected benefit
obligation.

The impact to
compensation and
benefits expense if
certain
assumptions are
changed is
discussed in the
subsequent section
of Management’s
Discussion and
Analysis —
“Liquidity” on
page 53.

Management has discussed the development and selection of these critical accounting policies with
the Audit Committee of our Board of Directors. In addition, there are other complex accounting standards
that require the Company to employ significant judgment in interpreting and applying certain of the
principles prescribed by those standards. These judgments include, but are not limited to, the
determination of whether a financial instrument or other contract meets the definition of a derivative in
accordance with Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, and the
applicable hedge deferral criteria. These policies and the judgments, estimates and assumptions are
described in greater detail in subsequent sections of Management’s Discussion and Analysis and in Note 1
to the Consolidated Financial Statements — “Summary of Significant Accounting Policies.”
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Five-Year Summary of Selected Financial Data

December 31,
2002 2001 2000 1999 1998
(in millions, except per share amounts)

Income Statement Data (for the year ended)

Net INterest iNCOME ..ooveveieereerrieiseeereeereeeereeeneereeeeeeaeeseens $ 8341 $ 6,876 $§ 4311 § 4452 § 4,292
Provision for loan and lease 10SS€S...ccoverivviivceniierineernens 595 575 185 167 162
NONINTErest INCOME . .uvviieeeeeeiieeiiiiierreeeerreeerirreeeeserreesoreees 4,790 3,248 1,984 1,509 1,507
NoORDINterest EXPENSE.....uviiiiiciiiiireersreeere e 6,382 4,617 3,126 2,910 3,268
NET INCOINE c.vvivvireriiecins st eraesbeesbeesaesraebserseases 3,896 3,114 1,899 1,817 1,487
Net income per common share®:;

BaSIC ottt $ 412 $§ 365 $ 237 $ 212 $§ 174

DHIULEd ..o et ' 4.05 3.59 2.36 2.11 1.71
Dividends declared per common share.........ccoouinninnn, 1.06 0.90 0.76 0.65 0.49

Balance Sheet Data (at year end)

SECUTIIES .ovviverivererericrenreerrennes $ 43,972 $ 58,349 §$ 58,724 § 60,786 $ 47,046
Loans held for sale 33,996 26,582 3,404 794 1,827
Loans held in portfolio.....iiccnns 147,528 130,251 119,626 113,746 107,612
Mortgage servicing Tights ..., 5,341 6,241 1,017 643 461
GOOAWIIL ....vreiceterie et e et 6,270 2,175 937 1,077 862
AASSEES 1oveeereriiiereretrte e st re st st ebs e st st eaaene e sneare s ene 268,298 242,506 194,716 186,514 165,493
DePOSILS ..o vttt 155,516 107,182 79,574 81,130 85,492
Securities sold under agreements to repurchase ............. 16,717 39,447 29,756 30,163 18,340
Advances from Federal Home Loan Banks..................... 51,265 61,182 57,855 57,094 39,749
Other DOITOWINGS . ..vcvviieviircrcrecnisin e 15,264 12,576 9,930 6,203 4,630
Redeemable preferred Stock........cccovvinieiniinicnnnreninns - 102 - - -
Stockholders’ equity......coceevcniniiiiiiciccccne e 20,134 14,063 10,166 9,053 9,344

1 Restated for all stock splits.
Significant Transactions

The following discussion and analysis should be read in conjunction with the Consolidated Financial
Statements and Notes thereto presented elsewhere in this report.

During 2002, the Company completed three acquisitions. On January 4, 2002, we completed our
acquisition of New York-based Dime Bancorp, Inc. The aggregate purchase price of Dime was
approximately $5.3 billion. The acquisition of Dime added approximately $31 billion to our asset base,
including approximately $22 billion in loans, and increased our deposit base by approximately $15 billion.
The acquisition of Dime also significantly contributed to the growth in our mortgage banking business,
resulting in a $926 million increase to our MSR balance and a $49.24 billion increase in our portfolio of
loans serviced for others.

In two transactions during 2002, we purchased for cash HomeSide Lending, Inc., the U.S. mortgage
unit of National Australia Bank Limited. The aggregate purchase price of HomeSide was $2.45 billion. The
acquisition of HomeSide added approximately $1 billion in loans held for sale, approximately $960 million
in net MSR and approximately $130 billion to our portfolio of loans serviced for others. We also acquired a
proprietary loan servicing platform, which we intend to make our primary loan servicing platform. In
addition we assumed $760 million in long-term debt and $750 million in other liabilities.

The Company also sold servicing rights during 2002, which, together with high amortization levels and
impairment that were attributable to low interest rates during the year, resulted in a $900 million decrease
in our net MSR balance. These sales were part of the Company’s strategy to actively manage the size of
our MSR while still retaining the customer relationships.
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Also during 2002, the Company significantly increased its level of deposits primarily due to the growth
in Platinum Account balances, which increased from $9.40 billion at December 31, 2001 to $50.20 billion at
December 31, 2002. The increase in deposits resulted in a reduction in our wholesale borrowings, which
declined from $105.32 billion at December 31, 2001 to $69.23 billion at December 31, 2002.

During 2001, we completed three acquisitions. On January 31, we acquired the mortgage operations
of The PNC Financial Services Group, Inc. for approximately $7.0 billion. On February 9, we acquired
Texas-based Bank United Corp. for approximately $1.4 billion, and on June 1, we acquired Fleet Mortgage
Corp., a unit of FleetBoston Financial Corp., and certain other mortgage lending operations of Fleet
National Bank for approximately $7.5 billion. Substantially due to these acquisitions, our loan serviced for
others portfolio grew from $85.88 billion at January 1, 2001 to $382.50 billion at December 31, 2001 and
our loans held for sale increased from $3.40 billion to $26.58 billion. Correspondingly, the MSR associated
with our servicing portfolio increased from $1.02 billion at January 1, 2001 to $6.24 billion at December 31,
2001. The acquisition of Bank United also increased our deposit base by $8.09 billion and added
approximately $12 billion to our loans held in portfolio.

Variances in the amounts reported on the Consolidated Statements of Income between 2002, 2001
and prior years and on the Consolidated Statements of Financial Condition between 2002 and 2001 are
partially attributable to the results from the aforementioned acquisitions as the results from those
operations are included prospectively from the date of acquisition.
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Ratios and Other Supplemental Data

Year Ended December 31,
2002 2001 2000

(dollars in millions, except per share amounts)

Profitability
RetUrn 0N average aSSELS ...coveivvvermrereersernenneserssreeeeenies 1.44% 1.38% 1.01%
Return on average common stockholders’ equity ............ 19.48 23.53 21.15
Net interest Margin.........occoieeevvnnciiniiiiciienenc e 3.48 332 2.38
Efficiency 1atioM ..o 48.60 4423 48.34
Asset Quality
Nonaccrual 10ans ........c.covevevieereviniiiereseee e eve s $ 2,257 $ 2,030 $ 834
Foreclosed assets.....coccviiiininieinniniinienneeneeeesee e 336 228 153
Total nonperforming assets ..........ccoovveciiecennniieeinnnn. 2,593 2,258 987
Nonperforming assets/total assets.......coovvrevrcreecerennene 0.97% 0.93% 0.51%
Restructured [0aNS......cococvveirre e $ 98 $ 118 $ 120
Total nonperforming assets and restructured loans..... 2,691 2,376 1,107
Allowance for loan and lease 10SS€S.....cccovevivrivivviveereeanns 1,653 1,404 1,014
Allowance as a percentage of total loans held in
POTLEOLIO e 1.12% 1.08% 0.85%
Net charge-offs........ccovrvveeeniiiinscceee et $ 411 $ 305 $ 177
Capital Adeguacy
Stockholders’ equity/total aSSets .....c.ovvvereeervrirerreeennnenns 7.50% 5.80% 5.22%
Tangible common equity!®/total tangible assets®............ 5.29 5.14 4.79
Estimated total risk-based capital/risk-weighted assets® 11.57 12.87 11.07

Per Commen Share Data
Number of common shares outstanding at end of

period (in thousands) ......c.cccvevenvinneccnncnennerneene 944,047 873,089 809,784
Common stock dividend payout ratio.......c.ccccoceeeneencnnen. 25.73% 24.66% 32.07%
Book value per common share™..........ccoovvivrriccirinnen. $21.74 $16.45 $12.84
Market prices:

HIGH oo 39.45 42.69 37.25

LOW ottt ettt s 28.41 28.56 14.54

YRAL €1 ottt sttt 34.53 32.70 35.38

M The efficiency ratio is defined as noninterest expense, excluding amortization of goodwill, divided by total revenue (net interest
income and noninterest income).

@ Excludes unrealized net gain/loss on available-for-sale securities and derivatives, goodwill and intangible assets, but includes
MSR.

) Estimate of what the total risk-based capital ratio would be if Washington Mutual, Inc. was a bank holding company that
complies with Federal Reserve Board capital requirements.

) Excludes 18 million shares held in escrow pending resolution of the Company’s asserted right to the return of such shares.
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Certain average balances, together with the total dollar amounts of interest income and expense and
the weighted average interest rates, were as follows:

Year Ended December 31,

2002 2001 2000
Average Interest Average Interest Average Interest
Balance Rate  Income Balance Rate Income Balance Rate Income
(dollars in millions)
Assets
Interest-earning assets:
Federal funds sold and securities
purchased under resale agreements......... $ 2352 1.70% $ 40 $ 335 446% $ 158 132 595% § 8
Available-for-sale securitiest!:
Mortgage-backed securities .......ccoeveceenne, 24,656  5.46 1,345 41,430 6.94 2,875 40,699 6.80 2,767
Investment securities 32,508 496 1,614 13,187 5.29 698 681 6.44 44
Held-to-maturity securities":
Mortgage-backed securities ........c.conueeen. - - - - 17,770 7.38 1,311
Investment SECUrities.......ooeverieirccnnnniae - - - - - - 137 5.82 8
Loans held for sale@......ccoovvimnnirieonnnnn. 28,128 6.13 1,724 17,719 6.79 1,203 2,338 8358 201
Loans held in portfolio@®®);
Loans secured by real estate:
HOME 10808.....cccoimmiiiirnreeccnnnrerieeeens 86,042  5.90 5,077 81,686 7.23 5908 78,980 747 5,898
Purchased specialty mortgage finance . 9,028 6.27 566 6,936 7.63 529 4,387 783 344
Total home loans......coovvccreennenecne 95,070 594 5,643 88,622 7.26 6,437 83,367 7.49 6,242
Home construction loans:
1,316 5.93 78 1,826 772 141 424 10.60 45
906 8.19 74 905 8.96 81 908 9.01 82
Home equity loans and lines of credit:
Banking subsidiaries.........ccovvrieennan 13,382 591 790 7,248 7.72 560 5,005 8.47 424
Washington Mutual Finance 2,100 12.06 253 2,056 12.74 262 1,782 12,61 225
Multi-family ......ooviiiiinn .. 17973 6.01 1,081 16,480 7.72 1,273 15,507 7.85 1,218
Other real eState .oooovvovecninicinniecniens 8,368 6.83 572 5913 798 472 3,700 8.59 317
Total loans secured by real estate. 139,115  6.10 8,491 123,050 7.50 9,226 110,693 7.73 8,553
Consumer:
Banking subsidiaries........ccceeninnne 2,349 937 220 1,804 10.96 198 1,476 10.90 161
Washington Mutual Finance. 1,714 18.87 324 1,731 18.63 322 1,673 19.38 324
Commercial business........cceovvvecverevvrereernnns 4227 5.13 217 4,010 7.08 284 1,562 9.36 149
Total loans held in portfolio ......... 147,405 6.28 9,252 130,595 7.68 10,030 115,404 7.96 9,187
OtheT e e ereen 4597 593 272 4103 595 244 3,648 7.06 257
Total interest-earning assets.......... 239,646 5.94 14,247 207,369 7.26 15,065 180,809 7.62 13,783
Noninterest-earning assets:
Mortgage servicing rights ........ccevecrvcenninine 6,650 5,276 808
Goodwill ..o 6,054 1,901 1,024
Other. i, 19,117 11,027 4,931
Total aSSETS ..evvvveicerrrerercrernrrecreenis $271,467 $225,573 $187,572

(This table is continued on next page)

M The average balance and yield on available-for-sale and held-to-maturity securities are based on average amortized cost

balances.

@ Nonaccrual loans are included in the average loan amounts outstanding.
@ Interest income for loans held in portfolio includes amortization of net deferred loan origination costs of $259 million, $173

million, and $65 million for the years ended December 31, 2002, 2001, and 2000.

@) Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family

residences for sale.

) Represents construction loans made directly to the intended occupant of a single-family residence.
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Year Ended December 31,

2002 2001 2000
Average Interest Average Interest  Average Interest
Balance  Rate Expense Balance Rate Expense Balamce Rate Expemse
(dollars in mitlions)
Liabilities
Interest-bearing liabilities:
Deposits:
Interest-bearing checking ................ $ 40,338 255% $1,028 $ 7,540 1.58% $ 119 $§ 5967 1.08% §$ 65

Savings accounts and money

market deposit accounts 31,545 1.48 466 35,873 3.17 1,136 29,553 4.08 1,207
Time deposit acCOUNts.........coovvrveeee 37,422 3.14 1,174 36,496 5.04 1,839 36,340 5.55 2,018
Total interest-bearing deposits .... 109,305 2.44 2,668 79,909 3.87 3,094 71,860 4.58 3,290
Federal funds purchased and
commercial Paper ........coconrreierecnnns 3,478 1.92 67 4806 4.11 198 3,442 6.34 218
Securities sold under agreements to
TEPUIChASE ...ccvverricrcrciircnecieisnenes 34,830 231 804 29,582 4.05 1,197 28,491 6.62 1,885
Advances from Federal Home Loan
Banks ....coceeveenenirrienrenennseeeneenes 59,449 2.83 1,680 63,859 4.58 2,924 56,979 6.39 3,643
OtHET oot 14,014 4.90 687 13,289 5.84 776 7,198 6.05 436
Total interest-bearing liabilities... 221,076 2.67 5,906 191,445 4.28 8,189 167,970 5.64 9,472
Noninterest-bearing sources:
Noninterest-bearing deposits .............. 25,396
Other liabilities ........occccevicvrnnnnee . 5,015
Stockholders’ equity 19,980
Total liabilities and stockholders’
EQUILY.ceevviecerrrmeee e $271,467
Net interest spread and net interest
INCOMIE ...vvcriroirsecreaenesetsesresnesareeseeeiens 327 88341
Impact of noninterest-bearing sources... 0.21
Net interest Margin .......cocceevvmeecirecennnne 3.48
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The dollar amounts of interest income and interest expense fluctuate depending upon changes in
interest rates and upon changes in the volume of our interest-earning assets and interest-bearing liabilities.
Changes attributable to (i) changes in volume (changes in average outstanding balances multiplied by the
prior period’s rate), (i) changes in rate {changes in average interest rate multiplied by the prior period’s
volume), and (ili) changes in rate/volume (changes in rate times the change in volume) which were
allocated proportionately to the changes in volume and the changes in rate and included in the relevant
column below were as follows:

2002 vs. 2001

2001 vs. 2000

Increase/ Increase/
(Decrease) Due to Total (Decrease) Due to Total
Volume Rate Change Volume Rate Change
(in millions)
Interest Income
Federal funds sold and securities purchased
under resale AZrEEMENTS ..ovvvrererrssersisernssssessessissinsesnnns $ 39 $ (149 $ 25 $ 9 $§ @ s 7
Available-for-sale securities:
Mortgage-backed SECUTItIES.....coviiiiiiiiii i, (1,001) (529) (1,530) 50 58 108
INVEStMENt SECUTILIES .cevrrrvviiriireiiiiisieesss e sesecssaniens 962 (46) 916 663 (&) 654
Held-to-maturity securities:
Mortgage-backed SECUTILIES...covvvviiriiiviiiniinine, - - (2,525) 1,214 (1,311)
Investment securities .- - - - (15) 7 (8)
Loans held for sale ... 647 (126) 521 1,052 (50) 1,002
Loans held in portfolio:
Loans secured by real estate:
HOME 108NS cvvveeiniricciri s eererenneseseese e 302 (1,133) (831) 199 (190) 9
Purchased specialty mortgage finance .........coccoinenn. 142 (106) 36 195 9) 186
Total home 10ans.....viiii e, 444 (1,239) (795) 394 (199) 195
Home construction loans:
Builder(! ..o s (34) (28) (62) 1 (15) 96
CUSTOMP i - @) @) - 1) 1)
Home equity loans and lines of credit:
Banking subsidiaries............ccvviciiiniiin 386 (156) 230 176 (40) 136
Washington Mutual Finance.......ccoovvvinicniinnne 5 (14) (©)] 35 2 37
MUlti-family oo e e 108 (300) (192) 76 (20) 56
Other real e5LaLE . .cvvmrvricrricieerciee e rssreanne 175 (75) 100 178 (24) 154
Total loans secured by real estate......coceccniiinens 1,084 (1,819) (735) 970 (297) 673
Consumer:
Banking subsidiaries....c....ccovermnercrcvimnecreninrecennnin 54 (31) 23 36 1 37
Washington Mutual Finance... 3) 4 1 11 (12) (1)
Commercial BUSINESS .......cooverivirmicericerre e 15 (82) (67) 182 (48) 134
Total loans held in portfolio 1,150 (1,928) (778) 1,199 (356) 843
Other oo .. 29 1) 28 30 (43) (13)
Total interest income 1,826 (2,644) (818) 463 819 1,282
Interest Expense
Deposits:
Interest-bearing checking ........ccccooiviicniiiinics 797 113 910 20 35 55
Savings accounts and money market deposit
BCCOUNES w.vvvsisiressesssssnssassessisnssortsssssassirasssessssasnsans (124) (546) (670) 230 (301) (71)
Time deposit aCCOUNTS.......ccourvevviimince s 46 (712) (666) 8 (188) (180)
Total deposit EXPense ..o 719 (1,145) (426) 258 (454) (196)
Borrowings:
Federal funds purchased and commercial paper............ (45) (86 (131) 70 (91) 21
Securities sold under agreements to repurchase ............ 186 (579) (393) 70 (758) (688)
Advances from Federal Home Loan Banks... (190) (1,054) (1,244) 402 (1,121) (719)
Other ..ccoiieeercciein e 41 (130) (89) 357 (16) 341
Total borrowing eXpense ... 8) (1,849) (1,857) 899 (1,986) (1,087)
Total interest EXPense ........ovcvvevvcersinneecnienienens 711 (2,994) (2,283) 1,157 (2,440) (1,283)
Net interest income $ 1,115 $ 3350 $ 1,465 $ (694)  $3,259 $ 2,565

() Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family

residences for sale.

) Represents construction loans made directly to the intended occupant of a single-family residence.
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Earnings Performance
Net Interest Income

For the year ended December 31, 2002, net interest income increased $1.47 billion, or 21% compared
with the same period in 2001. Most of this increase was attributable to the growth in average interest-
earning assets, which increased primarily as a resuit of the Dime acquisition, and the expansion of the net
interest margin, which increased 16 basis points during the year. The margin benefited from the full effect
that the 475 basis point reduction in the Federal Funds rate in 2001 had on our wholesale borrowings,
which reprice to market interest levels more quickly than our interest-earning assets. After peaking in the
first quarter of 2002, the net interest margin declined throughout the remainder of 2002, largely due to the
downward repricing of loans and debt securities.

The interest expense on interest-bearing checking accounts experienced a significant increase in 2002
due to the growth of, and the rates offered on, Platinum Accounts. During the year ended December 31,
2002, the average balance of Platinum Accounts was $34,018 million, compared with $1,384 million during
the year ended December 31, 2001. The rates offered on Platinum Accounts increased the average rate
paid on interest-bearing checking accounts from 1.58% in 2001 to 2.55% in 2002. At December 31, 2002,
the balance in Platinum Accounts totaled $50.20 billion.

For the year ended December 31, 2001, net interest income increased $2.57 billion, or 59%, compared
with the same period in 2000. The increase in net interest income was primarily due to a significant
improvement in the net interest margin. The net interest margin was 3.32% for 2001, compared with 2.38%
for 2000. As a result of the Federal Funds rate cuts that occurred during 2001, the cost. of our wholesale
borrowings during 2001 was significantly lower than 2000. The increase in deposits, coupled with lower
rates, also benefited the margin in 2001. An increase in average interest-earning assets, primarily resulting
from the addition of the Bank United loan portfolio and the mortgage banking operations of PNC and
Fleet, also contributed to the growth in net interest income.

Interest rate contracts, including embedded derivatives, held for asset/liability interest rate risk
management purposes decreased net interest income by $407 million for the year ended December 31,
2002. Interest rate contracts, including embedded derivatives, increased net interest income by $22 million
for the year ended December 31, 2001 and by $67 million for the year ended December 31, 2000.
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Noninterest Income

Noninterest income consisted of the following:

Home loan mortgage banking income (expense):
Loan servicing income: - ‘
Loan servicing fees .......... USSR TRUROT
Loan subservicing fees.......ocvriireinieiinnirree e
Amortization of mortgage servicing rights......... PRTRTR
- Impairment adjustment ........c..ivcceeiiveriennrreeiessie e
COthEr, Mt

. Net home loan servicing (expense) income ............c.oc....
Revaluation gain frOMm dEeriVAtiVES ........oeeveererreeereesrereeeennirens
Net settlement income from certain interest-rate swaps.......
Gain from mortgage I0anS.......ccevvieriecemniccrerecienneenseereneees
GNMA pool buy-out iNCOME......cccvvririerrerciieceeceeeenes
Loan related iNCOME ......cciiveviireirirce s

~ Total home loan mortgage banking income (expense) .
Depositor and other retail banking fees.....c....coooovriiiiniinnn,
" Securities fees and COMMISSIONS......covcvviriereerresrenienreie e

Portfolio loan related income...........cccvnenvcenccnnnneecenn,
Gain (loss). from other available-for-sale securities...................
‘Gain on extinguishment of securities sold under agreements
tO TEPUICHASE ..ottt
Other INCOME ...ivieiriiiiiriit et

Total NONINterest IMCOMIE ..o.evevevveireieeieeeeeertreeereeeereneennees

Home Loan Mortgage Banking Income
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TIISUTANCE INCOIME...ourviiviriiiieitiie e ittt eserirteesstresssstmnnesseeneeedsseness ‘

Percentage
Change
Year Ended December 31, m
2002 2001 2000 2001 2000
(in millions)
$2237 $1375 $ 295  63% 366%
100 24 - 317 -
(2,616)  (1,054) (133) 148 692
(3,219) (1,701) 9 89 -
(371) ~ (165)  (19) 125 768
(3,869)  (1,521) 134~ 154 -
2,517 b - - -
382 - - - -
1,280 963 262 33 268
319 2 - - -
. 268 156 35 72 346
34 117 2 (71 -
931  (283) 433 - -
1,634 1,290 976 27 32
362 303 318 19 (5)
177 100 49 77 104
349 193 82 81 135
768 600 4) 28 -
282 621 - (3% -
287 24 130 (32) 226
$4790 $ 3248 $1,984 47 64

The increase in home loan servicing fees for the year ended December 31, 2002 was the result of the
increase in our loans serviced for others portfolio, partially offset by a decline in the aggregate weighted
average servicing fee. Our loans serviced for others portfolio increased from $382,500 million at year
ended December 31, 2001 to $604,504 million at year ended December 31, 2002 primarily as a result of the
acquisition of Dime and HomeSide along with strong levels of salable home loan volume, in which we
retain the servicing relationship. The strong home loan volume during 2002 was primarily due to high
refinancing volume, which was caused by very low mortgage rates and the expansion of our correspondent
lending activities, which resulted from the acquisition of Dime and HomeSide in 2002, and Fleet Mortgage
in 2001. The increase in home loan servicing fees for 2001, as compared with 2000, was substantially the
result of the addition of the loan servicing portfolios of Bank United, PNC Mortgage and Fleet Mortgage.




Total loans serviced for others portfolio by type was as follows:

December 31, 2002 December 31, 2001
Unpaid Principal Weighted Average Unpaid Principal Weighted Average
Balance Servicing Fee Balance Servicing Fee
(in millions) (in basis points, (in mifilions) (in basis points,
annualized) annualized)
GOVETNMENIE «.veeveeeeeeeereeeeeseereeseesvesees $ 89,762 54 $ 61,541 52
AZENCY i 391,833 35 242,075 45
Private.cocvveenieieieireiiencee e 110,808 46 69,996 51
Specialty home 10ans.........coceecvevrvreanene 12,101 50 8,888 50
Total loans serviced for others
POIEOliO .ovvvrereerii et $604,504 40 $382,500 47

The decrease in the weighted average servicing fee from 47 basis points at December 31, 2001 to 40
basis points at December 31, 2002 was primarily due to sales of servicing rights, which decreased the net
MSR balance by $997 million, but had no impact on the unpaid principal balance of the loans serviced for
others portfolio.

A continued decrease in long-term mortgage rates during the years ended December 31, 2002 and
2001 led to higher anticipated prepayment rates, which resulted in MSR impairment of $3,219 million and
$1,701 million for 2002 and 2001, thereby increasing the MSR impairment allowance to $4,521 million at
December 31, 2002 and $1,714 million at December 31, 2001. Continued high volumes of actual
prepayment activity during the years ended December 31, 2002 and 2001, coupled with the growth in the
MSR servicing portfolio, resulted in higher MSR amortization, as compared with the years ended
December 31, 2001 and 2000.

In measuring the impairment of MSR, we stratify the loans in our servicing portfolio primarily based
on loan type and coupon rate. We measure MSR impairment by estimating the fair value of each stratum.
An impairment allowance for a stratum is recorded when, and in the amount by which, its fair value is less
than its carrying value. At December 31, 2002, we stratified the loans in our servicing portfolio as follows:

December 31, 2002

Gross Valuation Net .
Rate Band Book Value Allowance Book Value Fair Value
(in millions)

Adjustable ......coceeieiiiiiiiiiee All loans $1,643 $ 382 $1,261 $1,261
Conventional .........cccoviivvercieniiiinenenen 7.49% and below 4,148 2,040 2,108 2,108
Conventional .......cccccvvvevecinirnieeivireinenens 7.50% to 8.99% 915 527 388 388
Conventional ........cccccoevvevereeriiiercevicenenn.. 9.00% and above 34 - 34 40
GOVEIMMENL ......coevveeerirereeeerreeecrreeeinreeen 7.49% and below 1,079 522 557 557
GOVEINMENL...ccvvvviirreiriereerereerreeree e 7.50% to 8.99% 728 373 355 355
GOVEINMMENL....ccovveeeriieeeerererreee e creeveeee 9.00% and above 46 19 27 27
Private ..ot 7.49% and below 744 422 322 322
Private c.ooeooveecicere et e 7.50% to 8.99% 298 178 120 120
PrivVate cuveecoeeeevieee et 9.00% and above 27 - 27 27
Primary servicing.......ccocceevvvveenrerennenn, 9,662 4,463 5,199 5,205
MaSter SEIVICIE ...covuevrereriecerrerererrereeenns All loans 127 58 69 69
Specialty home 1oans ........cccccovecerrvrevnnnn All loans 53 - 53 84
Multi-family ..o All loans 20 - 20 22
TOtal.oo e $9,862 $4,521 $5,341 $5,380
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Interest rate bands are generally sorted into 150 basis point intervals. The Company will consider
adding additional strata to our servicing portfolio if loans with coupon rates below 6.00% reach significant
levels.

The value of our MSR asset is subject to prepayment risk. Future expected net cash flows from
servicing a loan in our servicing portfolio will not be realized if the loan pays off earlier than anticipated.
Moreover, since most loans within our servicing portfolio do not contain penalty provisions for early
payoff, we will not receive a corresponding economic benefit if the loan pays off earlier than expected.
MSR represent the discounted present value of the future net cash flows we expect to receive from our
servicing portfolio. Accordingly, prepayment risk subjects our MSR to impairment risk.

We estimate fair value of each MSR stratum using a discounted cash flow model. The discounted cash
flow model estimates the present value of the future net cash flows of the servicing portfolio based on
various factors, such as servicing costs, expected prepayment speeds and discount rates, about which
management must make assumptions based on future expectations. While the Company’s model estimates
a value, the specific value used is based on a variety of factors, such as documented observable data and
anticipated changes in market conditions. All the assumptions are based on standards used by market
participants in valuing MSR. The reasonableness of management’s assumptions about these factors is
confirmed through quarterly independent broker surveys. Independent appraisals of the fair value of our
servicing portfolio are obtained periodically, but not less frequently than annually, and are used by
management to evaluate the reasonableness of the fair value conclusions.

Our methodology for estimating the fair value of MSR is highly sensitive to changes in assumptions.
For example, our determination of fair value uses anticipated prepayment speeds. Actual prepayment
experience may differ and any difference may have a material effect on the MSR fair value. Changes in fair
value based on a variation in assumptions generally cannot be extrapolated because the relationship of the
change in assumption to the change in fair value may not be linear. Thus, any measurement of MSR fair
value is limited by the conditions existing and assumptions made as of a particular point in time. Those
assumptions may not be appropriate if they are applied to a different point in time. Refer to “Market Risk
Management” for discussion of how MSR prepayment risk is managed and to Note 1 to the Consolidated
Financial Statements — “Summary of Significant Accounting Policies” for further discussion of how MSR
impairment is measured. For a quantitative analysis of key economic assumptions used in measuring the
fair value of MSR, and a sensitivity analysis based on changes to those assumptions, see Note 5 to the
Consolidated Financial Statements — “Mortgage Banking Activities.”

The continuing high volume of refinancing activity allowed us to generate strong levels of salable
home loan volume during the year ended December 31, 2002. Additionally, the Company enters into
commitments to make loans whereby the interest rate on the loan is set prior to funding (rate lock
commitments). Rate lock commitments on mortgage loans that are intended to be sold are considered to
be derivatives. Therefore, they are recorded, at fair value, in other assets on the Consolidated Statements
of Financial Condition with changes in fair value recorded in gain from mortgage loans on the
Consolidated Statements of Income. In measuring the fair value of rate lock commitments, the amount of
the expected servicing rights is included in the valuation. This value is calculated using the same
methodologies as are used to value the Company’s MSR, adjusted using an anticipated fallout factor for
loan commitments that will never be funded.

This policy of recognizing the value of the derivative has the effect of recognizing the gain from
mortgage loans before the loans are sold, The fair value of rate lock commitments on the Consolidated
Statements of Financial Condition at December 31, 2002 and 2001 for which the underlying loans had not
been funded was $473 million and $3 million.

The FASB staff or the Emerging Issues Task Force may issue additional guidance on this matter.
Depending on what, if any, additional guidance is issued, the timing of the gain recognition inherent within
our rate lock commitments could be delayed, possibly until the date that the anticipated loans are sold.
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Generally, loans held for sale are sold within 60 to 120 days after the initial recognition of the rate lock
commitment.

Rate lock commitment volume totaled $236.05 billion for the year ended December 31, 2002,
compared with $134.16 billion for the same period in 2001. The total notional amounts of rate lock
commitments outstanding, including an anticipated fallout factor, at December 31, 2002 and December 31,
2001 were $26.97 billion and $12.59 billion. The high levels of rate lock commitment volume resulted in
gain from mortgage loans of $1,280 million during the year ended December 31, 2002 compared with
$963 million during the same period in 2001. Gain from mortgage loans for the year ended December 31,
2001 increased compared with 2000 as a result of higher levels of loan volume caused by low mortgage
interest rates.

Government National Mortgage Association (“GNMA”) pool buy-out income was $319 million for
2002. Beginning in 2002, the Company began to regularly exercise its buy-back rights under the terms of its
contracts with GNMA. The Company has the right to repurchase certain loans that are part of GNMA
securitization pools before they have reached nonperforming status. In one part of the Company’s
program, loans that have been 30 days past due for three consecutive months (referred to as “rolling 30
loans”) are repurchased from GNMA and then resold in the secondary market. In the other, loans that
have missed three consecutive payments are likewise purchased and resold. These loans are collectively
referred to as Early Buy-Out Loans.

Gain from the sale of these loans was $126 million for the year ended December 31, 2002. In the
future, the Company will not have the option of repurchasing “rolling 30 loans” from pools created after
January 1, 2003, but will continue to make such purchases from previously created pools. The Company
does not expect this change to have a significant impact on its results of operations in 2003.

Additionally, as part of its normal Federal Housing Administration and Department of Veterans
Affairs lending program, the Company repurchases defaulted loans from GNMA and undertakes
collection and, if necessary, foreclosure proceedings with respect to those loans. Upon completion of the
foreclosure, the Company can also submit a claim to either the Federal Housing Administration or the
Department of Veterans Affairs for payment on the insurance or guarantee, as the case may be, issued by
that agency. The portion of the recovery which is attributed to interest income owed to the Company is
also recorded in this category. That interest income, together with interest income on the Early Buy-Out
Loans was $193 million for 2002.

Loan related income increased during the years ended December 31, 2002 and 2001. A significant
portion of this increase was due to increased late charges on the loans serviced for others and loan
prepayment fees on certain adjustable-rate mortgages with prepayment penalty provisions.

Gain from sale of originated mortgage-backed securities during the first quarter of 2001 included
gains from the sale of adjustable-rate mortgage loans that were securitized in the fourth quarter of 2000
and other mortgage-backed securities that were securitized in earlier periods.
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The following table separately presents the MSR and the asset/liability risk management activities
included within noninterest income for the year ended December 31, 2002.

Asset/Liability
MSR Risk Risk
Management  Management Total

(in millions)
Gain (loss) from other available-for-sale securities........ccoovrvevrureenrennee. $ 795 $ (27) $ 768
Revaluation gain (loss) from derivatives ..o 2,645 (128) 2,517

Gain on extinguishment of securities sold under agreements to

TEPUTCHASE 1ueeveiiereereesieeietete e ettt eb e st srt bt e e e e s b s sbnesaenee e e b e e enie 257 25 282
Net settlement income from certain interest-rate SWaps .........cooevvernns 382 - 382
TOTAL ..o e $4,079 $(130) $3,949

The total amount of income from MSR risk management instruments offset MSR impairment and
higher levels of MSR amortization that resulted from high loan prepayment activity.

Revaluation gain from derivatives is the earnings impact of the changes in fair value from certain
derivatives where the Company has not attempted to achieve hedge accounting treatment under Statement
No. 133. The significant increase in the revaluation gain from derivatives was due to the Company
decreasing its reliance on investment securities during 2002 by shifting to a blend of investment securities
and derivatives. These derivatives were mostly used for MSR risk management purposes. The total
notional amount of these MSR risk management derivatives at December 31, 2002 was $41.97 billion with
a combined fair value of $3.03 billion, compared with zero at December 31, 2001.

Net settlement income from certain interest-rate swaps represents the income from interest rate
swaps where the Company has not attempted to achieve hedge accounting treatment under Statement
No. 133. These swaps predominantly consisted of receive-fixed interest rate swaps, which were used as
MSR risk management derivatives. At December 31, 2002, the total notional amount of these receive-fixed
interest-rate swaps was $17.92 billion, compared with zero at December 31, 2001.

All Other Noninterest Income Analysis

The increase in depositor and other retail banking fees for the year ended December 31, 2002 was
primarily due to higher levels of checking fees that resulted from an increased number of noninterest-
bearing checking accounts in comparison with the year ended December 31, 2001 and an increase in fees
from debit card services. The number of these accounts at December 31, 2002 totaled over 5.8 million, an
increase of more than 846,000 from December 31, 2001. This increase included approximately 200,000
noninterest-bearing checking accounts acquired from Dime during the first quarter of 2002. The increase
in depositor and other retail banking fees for the year ended December 31, 2001 was primarily due to
higher levels of checking fees that resulted from an increased number of noninterest-bearing checking
accounts. :

Securities fees and commissions increased during the year ended December 31, 2002 primarily due to
a continued increase in sales of fixed annuities. The decrease in securities fees and commissions from 2001
compared with 2000 was due to lower sales of investment products, including variable annuities, largely the
result of investor uncertainty regarding the stock market. Offsetting this decline was a significant increase
in fees from the sale of fixed annuities.

Insurance income increased during the year ended December 31, 2002 and year ended December 31,
2001 primarily due to the continued growth in our captive reinsurance programs. The Dime acquisition
also contributed to an increase in revenues in optional insurance and property and casualty insurance
products.

The growth in portfolio loan related income for the year ended December 31, 2002 was mostly due to
increased late charges on the loan portfolio, continued high loan prepayment fees as a result of refinancing
activity and the Dime acquisition. The growth in portfolio related income for the year ended December 31,
2001 was also largely due to increased late charges and higher loan prepayment fees.
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Gain from other available-for-sale securities increased during the year ended December 31, 2002,
mostly as a result of increased sales of U.S. Government securities used as MSR risk management
instruments. Gain on extinguishment of securities sold under agreements to repurchase (“repurchase
agreements”) decreased during the year ended December 31, 2002 compared with 2001 largely due to a
reduction in terminations of certain repurchase agreements with embedded interest rate floors. -

The decrease in other noninterest income during the year ended December 31, 2002 was primarily
due to the Company’s removal of the cash flow hedge designation on certain payor swaptions which
resulted in the Company reclassifying a loss of $112 million from accumulated other comprehensive
income to other noninterest income, and a reduction in some of the specific gains realized during 2001 as
described below. This overall decrease during 2002 was partially offset by a $125 million revaluation gain
on residual interests in collateralized mortgage obligations. The increase in other income during the year
ended December 31, 2001 was primarily due to a $55 million revaluation gain on residual interests in
collateralized mortgage obligations, $37 million from our bank-owned life insurance program, a
$34 million net gain from the sale of financial center stores and a gain of $32 million on Concord EFS, Inc.
stock prior to its donation to the Washington Mutual Foundation.

Noninterest Expense

Noninterest expense consisted of the following:

Percentage
Change
Year Ended December 31, M
2002 2001 2000 2001 2000
(in millions)

Compensation and benefits .........cceevvivieeirnineeinrnieeesiee s $2,899 §$1.924 $1,348 51% 43%
Occupancy and equipmMent .......cccoivieeerenenennnnesnn, 1,153 804 604 43 33
Telecommunications and outsourced information services.......... 524 441 323 19 37
Depositor and other retail banking l0Sses.........ccooeevcinnncenrcnnnns 204 144 105 42 37
Amortization of g0OAWIll.......cccverrerveririreurienurieeercerinniseneseeieeens -0 139 83 (100) 67
Amortization of other intangible assets .........ccooveverivnvrnnccrnienns 67 33 23 103 43
Advertising and promotion.........oceeeereeererirnrenrereeneeeeeereenee 246 185 132 33 40
POSEAZE «oveeveeeereti it et e s 192 136 98 41 - 39
Professional fEeS.......cocvvvreirieenierrerrcieeee et 208 201 101 3 99
L0810 EXPENSE ..cueiririiiiriierieei ettt e 211 126 50 67 152
Travel and training ... e 141 112 63 26 78
REINSUIANCE BXPENSE ..eevvveriierierirrirrerenrieteetieeieresessreeseeseessnasseseenes 51 13 - 292 -
Other EXPENSE..ccuvieeiiiciiiiiiiie ittt eeeeetie e eeesteesbaesabesaneesaesebenssenss 486 359 196 35 83
Total NONINLErESt EXPENSE ....eevvevirrirrenrerrerrrirereerraeseeresresserensnns $6,382  $4.617 $3,126 38 48

@ The Company adopted Statement No. 142 on January 1, 2002, and no longer amortizes goodwill.

The increase in employee base compensation and benefits expense for the year ended December 31,
2002 over the same period a year ago was primarily due to the acquisitions of Dime and HomeSide; the
hiring of additional staff to support our expanding operations and an increase in incentive compensation.
The increase for the year ended December 31, 2001 over the same period in December 31, 2000 was
primarily due to the acquisition of PNC Mortgage, Bank United and Fleet Mortgage. Full-time equivalent
employees were 52,459 at December 31, 2002 compared with 39,465 at December 31, 2001 and 28,798 at
December 31, 2000. The Dime and HomeSide acquisitions added a total of approximately 9,000 full-time
equivalent employees.
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The increase in occupancy and equipment expense for the year ended December 31, 2002 resulted
primarily from rent, maintenance and depreciation expense related to the recent acquisitions. A majority
of the increase in occupancy and equipment expense for the year ended December 31, 2001 resulted from
properties and equipment acquired from the PNC Mortgage, Bank United and Fleet Mortgage
acquisitions.

The increase in telecommunications and outsourced information services expense for the year ended
December 31, 2002 was primarily attributable to higher usage of voice and data network services,
outsourced data processing services and internet services. A significant portion of the increase in
telecommunications and outsourced information services expense during the year ended December 31,
2001 was attributable to higher rates, effective at the beginning of the year, with a third party service
provider. Additionally, the Company added 266 and 194 financial center stores during the years ended
December 31, 2002 and 2001 as a result of organic growth and acquisitions.

A majority of the increase in depositor and other retail banking losses in the periods reported was due
to higher loss levels per account as a result of increases in forgeries and returned deposited items. Also
contributing to this increase was the growth in new checking accounts and the number of ATMs.

The increase in amortization of other intangible assets expense during the year ended December 31,
2002 was substantially due to the core deposit intangible acquired in the Dime acquisition. Amortization of
goodwill and intangible assets increased in 2001 primarily due to the PNC Mortgage, Bank United and
Fleet Mortgage acquisitions. Upon adopting Statement No. 142 at January 1, 2002, goodwill amortization
was eliminated.

Advertising and promotion expense increased for the year ended December 31, 2002 primarily due to
the marketing campaign in the greater New York metropolitan area, and to a lesser extent, due to our
expansion into the metropolitan areas of Denver, Atlanta and Phoenix. The increase in advertising and
promotion expense during the year ended December 31, 2001 was primarily due to additional costs
associated with marketing campaigns for various loan and deposit products and our expansion into new
markets.

The increase in loan expense for the year ended December 31, 2002 and for the year ended
December 31, 2001 was primarily due to higher non-deferred loan closing costs, which were attributable to
an overall increase in loan originations and purchases, and higher mortgage payoff expenses.

Travel and training increased for the year ended December 31, 2002 and for the year ended
December 31, 2001 primarily due to increased travel related to the 2002 acquisitions of Dime and
HomeSide and the 2001 acquisitions of PNC Mortgage, Bank United and Fleet Mortgage, and the training
of new employees and recently transferred employees from the aforementioned acquisitions.

A significant portion of the increase in other expense during the year ended December 31, 2002 was
due to increases in foreclosed assets expense, regulatory assessments, outside printing services, business
taxes and office supplies. The increase in other expense during the year ended December 31, 2001 was
primarily due to increases in contributions to the Washington Mutual Foundation, provision for losses on
delinquent GNMA pool buy-outs and other outside services expense.

Review of Financial Condition
Assets

At December 31, 2002, our assets were $268.30 billion, an increase of $25.79 billion or 11% from
$242.51 billion at December 31, 2001. This increase was primarily attributable to the Dime and HomeSide
acquisitions.
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Securities
Securities consisted of the following:

December 31,
2002 2001
(in millions)

Available-for-sale securities, total amortized cost of $42,592 and $58,783:

MOTtgage-backed SECUTILIES ......ovvveuereveurreieteeeteie ettt st es et rnans $28,375 $28,568
Other INVESTMENT SECUTTIES . ..uuveiieereeerieeeereeeiseirttrererresesaeessrsastreresressseesssioesienssserzessens 15,597 29,781
Total available-for-sale SECUIILIES ...ocviviieiieiiereieeieeererierece e seneere e 343,972 $58,349

Upon adopting Statement No. 133 at January 1, 2001, we reclassified our held-to-maturity securities
to available-for-sale. Other investment securities decreased $14,184 million to $15,597 million at
December 31, 2002 from $29,781 million at December 31, 2001, largely due to the sales of U.S.
Government and agency bonds. Refer to Note 3 to the Consolidated Financial Statements — “Securities”
for additional information on securities, classified by security type.

Loans

Total loans consisted of the following:

December 31,

2002 2001 2000 1999 1998
(in millions)
Loans held for sale ......coovviieiceeecrceeeeenne, $339%6 $26532 $ 3404 $§ 794 $ 1827
Loans held in portfolio:
Loans secured by real estate:
HOomeE 10a0S...cciiciiiirererrrennire s sireneesraesseesens 82,842 79,624 80,181 80,234 79,275
Purchased specialty mortgage finance ......... 10,128 8,209 5,541 3,124 -
Total home 10ans......ccocovvveeereieneecnenene 92,970 87,833 85,722 83,358 79,275
Home construction loans: '
BUdEr® ..o 1,017 1,623 440 338 280
Custom@ ..o, 932 979 991 905 740
Home equity loans and lines of credit:
Banking subsidiaries ........c..ccocervereivericrnenn. 16,168 7,970 5,772 4,404 3,444
Washington Mutual Finance.......c.cccco....... 1,930 2,100 1,991 1,433 1,123
Multi-family® ........coocvvirrrreererees 18,000 15,608 15,657 15,261 14,559
Other real estate™® ......oovvevvnviineriernnonn. 7,986 6,089 3,920 3,585 4,195
Total loans secured by real estate ........ 139,003 122,202 114,493 109,284 103,616
Consumer:
Banking subsidiaries.......c.ccccovervrrienrinionnnnns 1,663 2,009 1,669 1,438 1,460
Washington Mutual Finance..........coecevvnene. 1,729 1,755 1,737 1,629 1,451
Commercial DUSINESS.......cocoevveeniveeiireeerverrnrenne 5,133 4,285 1,727 1,395 1,085
Total loans held in portfolio ................. $147,528 $130,251 $119,626 $113,746 $107,612

M Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

@ Represents construction loans made directly to the intended occupant of a single-family residence.

) Includes multi-family construction balances of $491 million in 2002, $385 million in 2001, $90 million in 2000, $52 million in
1999 and $16 million in 1998.

®  Includes other commercial real estate construction balances of $469 million in 2002, $608 million in 2001, $177 million in 2000,
$185 million in 1999 and $205 million in 1998.
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The increase in loans held for sale in 2002 was primarily the result of higher fixed-rate loan
production, which occurred due to high refinancing activity from lower mortgage rates and the addition of
the mortgage operations through the acquisitions of Dime and HomeSide in 2002. Substantially all of the
increase in loans held for sale in 2001 was due to higher fixed-rate loan production, which occurred due to
lower mortgage rates and the acquisitions of Bank United, PNC Mortgage and Fleet Mortgage.

The increase in loans held in portfolio resulted predominantly from increases in total home loans,
home equity loans and lines of credit, and multi-family loans. The increase in these categories of loans
resulted from high volumes of loan originations and purchases coupled with loans added through the Dime
and HomeSide acquisitions. The increase in loans held in portfolio in 2001 was mostly due to the
acquisition of Bank United. The increase in loans held in portfolio for both 2002 and 2001 was partially
offset by higher levels of prepayment activity within our home loans (excluding purchased specialty
mortgage finance) portfolio.

Home, multi-family and other commercial real estate construction loans and commercial business
loans by maturity date were as follows:

December 31, 20602

Due After One But After
Within One Year Within Five Years  Five Years Total

(in millions)

Home construction loans:

AJJUSLABIE TALE c..covrveerereeicireeiceeereieee e $ 434 $ 742 $ 14 81,190
Fixed rate....occvvereniiiiecerereieecreerreeerens e cenernessessenns 121 59 579 759
Multi-family construction loans: '
Adjustable 1ate ... 18 369 43 430
Fixed rate. i - 35 26 61
Other commercial real estate construction loans: ‘
Adjustable rate ........ooccriicnniini 19 306 118 443
FIXed Tate.uuiuniiiiiieii it creeee et - 17 9 26
Commercial business:
Adjustable 1ate ....o.coeievre e 1,450 2,521 794 4,765
Fixed rate .t 13 151 204 368
01 7Y DO RO $2,055 $4,200 $1,787  $8,042
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Loan volume was as follows:

Year Ended December 31,
2002 2001

(in millions)

Loans secured by real estate:
Home loans:

AGJUSEADIE TALE 1v.vovevirirreiirer sttt setee ettt et sa s ber et sses st ssre e sansens $ 84,627  § 37,224
FIXEA TALE cervevrreeitee sttt sttt st e e e e 176,040 107,538
Specialty mortgage fiNance ..o 14,077 16,333
Total home 108N VOIUINE.......oovvevviireiiesesesreeeise st eesvesesesrcsseseesreressnsesaes 274,744 155,095
Home construction loans:
BUILAETW oottt et b et er e st eaneees et oeseteustnat e ronsasansanerenss 1,842 1,957
Custom® ........cocceene. et ettt b et st bt rsa s en et se s st s sttt ranae s 761 917
Home equity loans and lines of credit: '
Banking SubDSIAIATIES ...c..oeevevieriiiriiitiiei et 15,254 7,537
Washington Mutual FINance ..o e ceiesre e ens 1,051 937
IMUTEFAMILY . ettt ettt 5,839 2,697
Other 1Al ESLALE....cviierveieecrirree ettt esie s s e tsr e eesbbeaessnassesesbesssssessressasssasassass 1,818 1,422
Total loans secured by real eState ......ovevvrveereiieiiceienereeeee e 301,309 170,562
Consumer:
Banking SUDSIAIATIES .......cccvvvrerirniitiiii it et 760 540
Washington Mutual FIRANCE .......covirierinririeiicene ettt e sres s 1,791 1,760
ComMMETCIAl DUSIIESS .ovvieieieerrie st rrr e erte e rere s sreesaee s resesrreestbeeesresessrssaessessnanes 2,193 2,219
Total 10810 VOIBITIE ..vvvveriieei ettt e sbe b sbenen $306,053 $175,081

M Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

@ Represents construction loans made directly to the intended occupant of a single-family residence.

Loan volume by channel was as follows:

Year Ended December 31,

2002 2001
(in millions)
OFIZINALEA ..ottt ettt s sn e skt rn s snes $200,107 $112,173
Purchased/Correspondent ... ..o veeeiirincineeininenenneseeesteeiesseseesssssessesnesessesneenss 105,946 62,908
Total loan volume by channel...........cocoviiverieniininiicenineee e $306,053 $175,081
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Refinancing activity) was as follows:

Year Ended December 31,
2002 2001
(in millions)

Home loans:
AQJUSEADIE TALE....ccvviiiririeiiiitiee ettt sae e ess et s s ses st abesreansebeseasesae s $ 60,170 $25,099
FIXEA TALE 1oiiinviiecee ettt ert et tte e e st e s reeestbeesaveseebrearaneeesabeeenbeeennes 118,224 70,023
Specialty mortgage finance .......ooveeiveiicce e e 5,394 2,433
Total home loan refinances.........ococvieiiiicciiec e, 183,788 97,555
Home construction lOAnS .....cccccveeivieeie e ccreereee e esre st scvseerreen s srnestneesnnnes 50 31
Home equity loans and lines of credit and consumer.........cocecconnernneninencicnen 2,814 364
Multi-family and other real EState .....cvivvivieeviie s 2,155 1,257
TOLAL TEFIMATICES ..vevvevve ettt ettt st e ersetb et e st s be s s ansesaesrnenbesrsoraesrsins $188,807 $99.207

1 Includes loan refinancings entered into by both new and pre-existing loan customers.

Loan volume increased during 2002 due primarily to higher refinancing activity caused by historically
low mortgage rates. Purchased/correspondent loans increased during 2002 due to the expansion of our
correspondent lending activities, which was primarily due to the acquisition of Fleet Mortgage. The
acquisitions of Dime and HomeSide also partly contributed to the increase. Purchased/correspondent
volume for specialty mortgage finance loans was $5.87 billion in 2002, compared with $4.95 billion in 2001.

Deposits
Deposits consisted of the following:

December 31,
2002 2001

(in millions)

Checking accounts:

INEETESE DEATIIE ..vvueveveveisierieriiaet et cesrseeeseae e st mas st en ettt sa e st e bs e $ 56,132 § 15350
NONINEETESt DEATINZ c.vieiieiieetieccre ettt e e e 35,730 22,386
91,862 37,736

SAVINES ACCOUNLS ...vvereeeieirircies e eeese e e sbersssess e s raseses e seesansaoba e s sanes e srsassbsenssneseenen 10,313 6,970
Money market deposit ACCOUNLS ....iviirirriricrieiieieriesrieae et srt st sie s sre et et esreseesreene 19,573 25,514
TIMeE dEPOSIt ACCOUNLS .o..erurieierierre ittt ettt ettt erae st senen e esasenesaaonnesrennas 33,768 36,962
TOTAL AEPOSIES 1..ovvitisiicieeieicie ettt ras s saeas e nb et reba b $155,516  $107,182

Deposits increased to $155,516 million at December 31, 2002 from $107,182 million at December 31,
2001. Substantially all of the increase in interest-bearing checking accounts was due to the growth in
Platinum Accounts, which increased from $9.40 billion at December 31, 2001 to $50.20 billion at
December 31, 2002. During the year ended December 31, 2002, the number of Platinum Accounts
increased by 549,688 from 133,557 to 683,245, As a result of the Dime acquisition, we added $15.17 billion
in deposits for the year. At December 31, 2002, total deposits included $25.90 billion in custodial/escrow
deposits related to loan servicing activities, compared with $10.11 billion at December 31, 2001. Time
deposit accounts decreased by $9.29 billion from year-end 2001 offset by the addition of $6.10 billion of
time deposit accounts included in the Dime acquisition. The net decrease was primarily a result of
decreases in liquid certificates of deposit accounts and other certificates of deposits maturing in less than
one year.
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Checking accounts, savings accounts and money market deposit accounts increased to 78% of total
deposits at December 31, 2002, compared with 66% at year-end 2001. These products generally have the
benefit of lower interest costs, compared with time deposit accounts. Even though checking, savings and
money market deposits are more liquid, we consider them to be the core relationship with our customers.
At December 31, 2002, deposits funded 58% of total assets, compared with 44% at year-end 2001.

Borrowings

QOur borrowings predominantly take the form of repurchase agreements and advances from the
Federal Home Loan Banks of Seattle, San Francisco, Dallas and New York. The exact mix of these two
types of wholesale borrowings at any given time is dependent upon the market pricing of the individual
borrowing sources.

Our wholesale borrowings decreased by $36,090 million at December 31, 2002 compared with
year-end 2001 due to a significant increase in deposits as a result of Platinum Accounts. Other borrowings,
however, increased by $2,688 million during 2002 predominantly due to the issuance of senior and
subordinated debt, and trust preferred income securities acquired from Dime. Refer to “Liquidity” for
further discussion of funding sources at December 31, 2002, compared with year-end 2001.

Off-Balance Sheet Arrangements
Asset Securitization

We transform loans into securities, which are sold to investors — a process known as securitization.
Securitization involves the sale of loans to a qualifying special-purpose entity (“QSPE”), typically a trust.
Generally, in a securitization, we transfer financial assets to QSPEs, which are legally isolated from the
Company. The QSPEs, in turn, issue interest-bearing securities, commonly called asset-backed securities,
that are secured by future collections on the sold loans. The QSPE sells securities to investors, which
entitle them to receive specified cash flows during the term of the security. The QSPE uses proceeds from
the sale of these securities to pay the purchase price for the sold loans. The proceeds from the issuance of
the securities are then distributed to the Company as consideration for the loans transferred. The
Company has not used unconsolidated special-purpose entities as a mechanism to remove nonaccrual
loans and foreclosed assets from the balance sheet.

Securitization is used to provide a source of liquidity and less expensive funding and also reduces our
credit exposure to borrowers. As part of non-agency securitizations, we use QSPEs to facilitate the transfer
of mortgage loans into the secondary market. These entities are not consolidated within our financial
statements since they satisfy the criteria established by Statement No. 140, Accounting for the Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities. In general, these criteria require the QSPE
to be demonstrably distinct from the transferor (the Company), be limited to permitted activities, and have
defined limits on the assets it can hold and the permitted sales, exchanges or distributions of its assets.

We routinely securitize home, specialty home loans and commercial real estate loans into the
secondary market. The allocated carrying value of loans securitized and sold during the year ended
December 31, 2002 was $163.60 billion compared with $102.05 billion in 2001. Investors and securitization
trusts do not have any recourse to the Company for loans securitized and sold during the years ended
December 31, 2002 and 2001. When we sell or securitize loans, we generally retain the right to service the
loans and may retain senior, subordinated, residual, and other interests, all of which are considered
retained interests in the securitized assets. Retained interests may provide credit enhancement to the
investors and represent the Company’s maximum risk exposure associated with these transactions.
Investors in the securities issued by the QSPEs have no further recourse against the Company if cash flows
generated by the securitized assets are inadequate to service the obligations of the QSPEs. Additional
information concerning securitization transactions is included in Note 5 to the Consolidated Financial
Statements ~ “Mortgage Banking Activities.”
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Retained interests are recorded on the balance sheet and represent mortgage-backed securities and
MSR. Retained interests in mortgage-backed securities in which the securitization has been accounted for
as a sale, were $10.78 billion at December 31, 2002. Retained interests in MSR were $5.34 billion at
December 31, 2002.

Contractual Obligations

The following table presents, as of December 31, 2002, the Company’s significant fixed and
determinable contractual obligations, within the categories described below, by payment date. These
contractual obligations, except for the operating lease obligations, are included in the Consolidated
Statements of Financial Condition. The payment amounts represent those amounts contractually due to
the recipient.

Payments Due by Period (in milliens)

Less than After

Contractual Obligations Total 1 year 1-3 years  3-5 years 5 years
Debt Obligations .......ccceeverrieereeririerieserrneseerersererinenes $ 83,246 $32,437 $25,017 $19,689 $6,103
Capital lease obligations........ccccevveriiecrneciiiinnnene 90 9 17 13 31
Operating lease obligations......c...ccoeeeererieerervererercrnnnnns 1,702 365 574 316 447
Purchase obligations:

Forward purchase commitments .........c.cooecevreennnen 23,443 23,443 - - -

Loan rate lock commitments™ ......c.ocoovevveeeerrnnnne. 26,970 26,970 - - -
Total contractual obligations..........cccocvuereiviveererrnrerenen. $135,451 $83,224 $25,608 $20,018 $6,601

@ Loan rate lock commitments are adjusted for rate locks which are expected to terminate prior to the time the loan is funded.

The Company enters into derivative contracts under which the Company is required to either receive
cash or pay cash to counterparties depending on changes in interest rates. Derivative contracts are carried
at fair value on the Consolidated Statements of Financial Condition with the fair value representing the
net present value of expected future cash receipts or payments based on market interest rates as of the
balance sheet date. The fair value of the contracts changes daily as market interest rates change. Further
discussion of derivative instruments is included in Note 1 — “Summary of Significant Accounting Policies”
and Note 21 - “Derivative Financial Instruments” to the Consolidated Financial Statements.

Commitments, Guarantees and Contingencies

The Company may also have liabilities under certain contractual agreements contingent upon
occurrence of certain events. A discussion of significant contractual arrangements under which the
Company may be held contingently liable, including guarantee arrangements, is included in Note 14 -
“Commitments, Guarantees and Contingencies” to the Consolidated Financial Statements. In addition,
the Company has commitments and obligations under pension and other postretirement benefit plans as
described in Note 20 — “Employee Benefits Programs and Other Expense” to the Consolidated Financial
Statements.

39




Asset Quality
Nonaccrual Loans, Foreclosed Assets and Restructured Loans.

Loans are generally placed on nonaccrual status when they are 90 days or more past due or when the
timely collection of the principal of the loan, in whole or in part, is not expected. Management’s
classification of a loan as nonaccrual or restructured does not necessarily indicate that the principal of the
loan is uncollectible in whole or in part.

Nonaccrual loans and foreclosed assets (“nonperforming assets”) and restructured loans consisted of
the following:

December 31,
2402 2001 2000 1999 1998
(dollars in millicns)

Nonaccrual loans:
Nonaccrual leans secured by real estate:

HOME 108D ..ttt ettt sa e $1,017 $ 974 $ 509 $ 572 § 689
Purchased specialty mortgage finance .........ccceonivveuennee 488 328 127 23 -
Total home loan nonaccrual loans...........c..oeeeeneenne. 1,505 1,302 636 595 689
Home construction loans:
BUildert ..ot 42 26 16 15 7
CUSTOM®) .ottt 7 10 2 3 2
Home equity loans and lines of credit:
Banking SUDSIGIATIES ....c.oververerreriureirerereesrenersnererenanns 36 427 22 19
Washington Mutual Finance .......cccocovevivncrvccnnncncnn. 37 40 25 10 4
Multi-family ...c.ocoevierrnirereeiec e 50 56 10 21 44
Other real estate.....ociiiereerieeeieriereeseererrereee e 414 376 35 33 44
Total nonaccrual loans secured by real estate ........ 2,001 1,844 751 699 809
Consumer: '
Banking subsidiaries ......cccevvinvieinienenreie e 18 12 10 8 9
Washington Mutual Finance........co.coccoevvnceninvvcencncnnn 69 74 61 50 49
Commercial DUSINESS.........ccovveeirreiiererrreeteeie e seeerie e 79 100 12 10 7
Total nonaccrual loans held in portfolio................. 2,257 2,030 834 767 874
Foreclosed assets.....oovvereiiiiinineenicni e eens 336 228 153 199 275
Total nonperforming assets .........cocoeeeerinerurenereeeens $2,593 $2258 $ 987 $ 966 $1,149
As a percentage of total assetS.......ccovereriiiinicnen 097% 093% 051% 052% 0.69%
ReStructured LOANS .....ooveevricercririrreieieinst et seeens $ 98 $ 118 §$ 120 $ 117 § 179
Total nonperforming assets and restructured
JOAMS 1.ttt ettt $2,691  $2,376  $1,107 $1,083 31,328

() Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.
(D Represents construction loans made directly to the intended occupant of a single-family residence.

Nonaccrual leans increased to $2,257 million at December 31, 2002 from $2,030 million at
December 31, 2001. Of the increase in nonaccrual loans during the year ended December 31, 2002,
approximately $106 million was attributable to loans originated by Dime and HomeSide. These loans are
concentrated in home loans as well as the commercial business and commercial real estate loan categories.

Nonaccrual loans held for sale, which are excluded from the nonaccrual balances presented above,
were $119 million, $123 million, $32 million, $30 million and zero at December 31, 2002, 2001, 2000, 1999
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and 1998. Loans held for sale are accounted for at the lower of aggregate cost or market value, with
valuation changes included as adjustments to gain from mortgage loans.

Home loan nonaccrual loans (excluding purchased specialty mortgage finance) of $1,017 million
increased by $43 million during the year ended December 31, 2002. Nonperforming loan sales, as well as
continued strength in the housing market, moderated the overall increase in home loan nonaccruals.
During the year, nonperforming loans sale activity reduced nonaccrual loans by $135 million.

Purchased specialty mortgage finance nonaccrual loans totaled $488 million, an increase of
$160 million for the year ended December 31, 2002. The increase was primarily due to higher rates of
unemployment, which resulted from the sluggish economy.

At December 31, 2002, other real estate on nonaccrual totaled $414 million, compared with
$376 million at December 31, 2001. Nonaccrual loans to finance franchise-oriented businesses increased
$128 million during the year offsetting improvements in the nonresidential commercial real estate
portfolio. The Company elected to discontinue its franchise finance lending activities due to the weak
performance of the convenience store segment of the business and the change in ownership of Franchise
Finance Corporation of America, the source of this portfolio. This portfolio, which includes both the fast
food and convenience store segments, totaled $633 million at December 31, 2002. The nonaccrual loans in
this portfolio have been specifically reserved.

Multi-family loans on nonaccrual totaled $50 million at year end, of which $5 million was attributable
to Dime and HomeSide. This portfolio continues to exhibit strong and stable performance with nonaccrual
loans in this category representing 0.28% of total multi-family loans at December 31, 2002 compared with
0.36% at December 31, 2001. Commercial business nonaccrual loans decreased $21 million during the year
ended December 31, 2002 to $79 million.

At December 31, 2002, foreclosed assets were $336 million, compared with $228 million at
December 31, 2001. The Company’s foreclosed assets include both home and commercial real estate as
well as a small amount of personal property. Of the $108 million increase in 2002, $65 million was
comprised of home loan properties and $43 million was comprised of commercial real estate.

If interest on nonaccrual loans under the original terms had been recognized, such income is
estimated to have been $134 million in 2002, $106 million in 2001 and $66 million in 2000.
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Loans held in portfolio (exclusive of the allowance for loan and lease losses) and nonaccrual loans by
geographic concentration at December 31, 2002 were as follows:

California Washington/Oregon New York/New Jersey

Portfolic Nomaccrual Portfolie Nemnaccrual Portfolio Nsonacerual
(dollars in millions)

Loans secured by real estate:

HOME L0ANS......cvieeeieriieirerteieieie s esrecenereerneneens $40,897 $280 $ 7,344 $129 $ 7,496 $124
Purchased specialty mortgage finance ............... 2,562 53 347 27 1,136 55
Total home 10ans .......ccccecveereecriervecereresreeenns 43,459 333 7,691 156 . 8,632 179
Home construction loans:
BUilder® ..ot 315 2 87 1 48 -
CUSLOM ..ottt 377 1 356 3 20 1
Home equity loans and lines of credit:
Banking subsidiaries .......c.cocomeueeireerennecrenee 8,272 12 2,668 12 1,211 1
Washington Mutual Finance ... 447 4 54 2 21 -
Multi-family.........corevereererenenrene e 13,628 2 1,090 1 1,766 5
Other real eState..covvvivniieenieeriienrrecre s rsrerecnenns 1,746 18 1,649 17 1,851 17
Total loans secured by real estate............... 68,244 372 13,595 192 13,549 203
Consumer:
Banking subsidiaries .........ccoomeerincrecnccrnnenes 461 2 519 7 101 -
Washington Mutual Finance.......c.cccceveevinnvennnnens 154 7 25 1 2 -
Commercial DUSINESS.....cceeveveeiciieieivreerreesreienenennes 1,003 4 920 6 761 17

Total loans held in portfolio (exclusive of
the allowance for loan and lease losses).... $69,862 $385 $15,059 $206 $14,413 $220

Loans and nonaccrual loans as a percentage of
total loans and total nonaccrual loans............... 47% 17% 10% 9% 10% 10%

Florida i Texas

Portfolic  Nonaccrual Portfolio Nonaccrual
(dollars in millions)

Loans secured by real estate:

HOME LOANS ..ottt et re st sesa s sts s b aanseresresseaneseons $4,887 $ 74 $1,657 $ 35
Purchased specialty mortgage finance ..., 671 30 630 30
Total hOME LOANS c.vviiirviirriectieceicsrere et see e senssabesreenaneon 5,558 104 2,287 65
Home construction loans:
BUILAETD ...ttt sesresesesenes 104 18 231 16
CUSLOM® ..ottt sees st st nes 24 - 8 -
Home equity loans and lines of credit:
Banking subSidiaries.......coveereerennenniiiieieinic e 639 2 1,691 3
Washington Mutual Finance........ceovnncnnciiccenn, 138 3 225 3
MUti-family ..oeceeiiinicc e 164 20 260 15
Other real eState .....cocovvevreriircieerere e s 192 38 531 39
Total loans secured by real estate .......cccmivieriecirenininienenncn 6,819 185 5,233 141
Consumer:
Banking subsidiaries........ccovvicnciiniiin 70 1 288 3
Washington Mutual Finance.........ccccerivinneencnccenenrenenninensiesneennns 111 5 267 9
Commercial BUSINESS .....oovivivieriereeinini e 294 6 576 27
Total loans held in portfolio (exclusive of the allowance for
10an and 1ase 10SSES) .. uiiimrieiee e e sae e seenenes $7,294 $197 $6,364 $180
Loans and nonaccrual loans as a percentage of total loans and total
NONACCIUAL LOANS....cevviiieirer s e 5% 9% 4% 8%

(Continued on next table)

(O Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.
@ Represents construction loans made directly to the intended occupant of a single-family residence.
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Other® Total

Portfolio  Nonaccrual Portfolio Nonaccrual

(dollars in millions)
Loans secured by real estate:

HOME I0AMS....viiiiiiecrie ettt etbes e $20,561 $ 375 $ 82,842 $1,017
Purchased specialty mortgage finance .....c..c.coecevvcninnnnnne 4,782 293 10,128 488
Total homME 10ANS .....ccceiviievriieciiccecere et 25,343 668 92,970 1,505
Home construction loans:
BUIlAETW ..ottt e 232 5 1,017 42
CUSLOMP) ..t 147 2 932 7
Home equity loans and lines of credit:
Banking subsidiaries......c.cccvvvevierenrinnrenieninsnnenie o 1,687 6 16,168 36
Washington Mutual Finance..........c.cccouvenvneinnicnnreenns 1,045 25 1,930 37
Multi-family ....ccooviveveriinieirineriee e e e 1,092 7 18,000 50
Other real eState ...oocvievcviieiiiiie st sree s 2,017 285 7,986 414
Total loans secured by real estate ......c.ccevverinnennens 31,563 998 139,003 2,091
Consumer:
Banking subsidiaries.........ccoveerceerrininrsier e 224 5 1,663 18
Washington Mutual Finance..........cccocevevevevvennencneconvenennen 1,170 47 1,729 69
Commercial DUSITESS......civvveerieeiirieiiiiire e ereeesreiesresenseesesnesnns 1,579 19 5,133 79
Total loans held in portfolio (exclusive of the
allowance for loan and lease 10SSES).....c.ccecuvuiriruennenn $34,536 $1,069 $147,528 $2,257

Loans and nonaccrual loans as a percentage of total loans
and total nonaccrual 10ans ..., 24% 47% 100% 100%

(" Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

(@ Represents construction loans made directly to the intended occupant of a single-family residence.

() Of this category, Illinois had the largest portfolio balance of approximately $3.92 billion and the largest nonaccrual amount of
$132 million.

Provision and Allowance for Loan and Lease Losses

Due to economic trends, and the growth in nonaccrual loans, the provision for loan and lease losses
increased to $595 million during 2002 from $575 million in 2001. As a percentage of average loans, net
charge-offs were 0.28% for the year ended December 31, 2002 compared with 0.23% for the year ended
December 31, 2001.

Net charge-offs for 2002 totaled $411 million, an increase of $106 million over the prior year. While
representing less than 2% of the Company’s assets, Washington Mutual Finance represented 40% of total
net charge-offs for the year. This higher level of charge-offs in a consumer finance operation such as
Washington Mutual Finance is expected due to the higher risk nature of the customer base as reflected in
the interest rates charged for these loans.

During 2002, growth in purchased specialty mortgage finance and Small Business Administration
charge-offs exceeded the growth of the corresponding portfolios. Small Business Administration losses
centered on convenience store lending and declined substantially in the latter months of 2002. The primary
reason for increased consumer finance and home loan losses was the higher unemployment rate
throughout the year stemming from a slower national economy.

The allowance for loan and lease losses represents management’s estimate of credit losses inherent in
the Company’s loan and lease portfolios as of the balance sheet date. The estimation of the allowance is
based on a variety of factors, including past loan loss experience, adverse situations that have occurred but
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are not yet known that may affect the borrower’s ability to repay, the estimated value of underlying
collateral and general economic conditions. The Company’s methodology for assessing the adequacy of the
allowance includes the evaluation of three distinct elements: the formula allowance, the specific allowance
(which includes the allowance for loans deemed to be impaired by Statement No. 114, “Accounting by
Creditors for Impairment of a Loan”) and the unallocated allowance. The formula allowance and the
specific allowance collectively represent the portion of the allowance for loan and lease losses that are
allocated to the various loan portfolios.

The formula allowance considers losses that are embedded within loan portfolios, but have not yet
been realized. Losses are recognized when (a) available information indicates that it is probable that a loss
has been incurred and (b) the amount of the loss can be reasonably estimated. Generally, the Company
believes that borrowers are impacted by events that result in loan default and eventual loss well in advance
of a lender’s knowledge of those events. The time frame between the occurrence of such events and the
resulting default and loss realization is referred to as the “loss emergence period.” Examples of such
loss-causing events for home loans are borrower job loss, divorce and medical crisis. An example for
commercial real estate loans would be the loss of a major tenant.

The formula allowance is determined by applying loss factors against all loans that are not determined
to be impaired. Such loans include those within homogeneous portfolios, such as home loans and home
equity loans and lines of credit, purchased specialty mortgage finance loans and pools of smaller
commercial business loans. Loss factors are based on the analysis of the historical loss experience of each
loan category and an assessment of portfolio trends and conditions, as well as specific risk factors
impacting the loan and lease portfolios. These factors may be adjusted for external factors that, in
management’s judgment, affect the collectibility of the portfolio as of the evaluation date. Such external
factors include, but are not limited to, the interest rate environment and housing price trends.

For non-homogeneous loans such as commercial real estate, larger commercial business loans and
builder home construction loans, loss factors are assigned based on risk ratings that are ascribed to the
individual loans. A specific allowance may be assigned to these loan types if they have been individually
determined to be impaired. Loans are considered impaired when it is probable that we will be unable to
collect all amounts contractually past due as scheduled, including contractual interest payments. For loans
that are determined to be impaired, the amount of impairment is measured by a discounted cash flow
analysis, using the loan’s effective interest rate, except when it is determined that the only source of
repayment for the loan is the operation or liquidation of the underlying collateral. In such cases, the
current fair value of the collateral, reduced by estimated disposal costs, will be used in place of discounted
cash flows. In estimating the fair value of collateral, we evaluate various factors, such as occupancy and
rental rates in our real estate markets and the level of obsolescence that may exist on assets acquired from
commercial business loans. Loans that are determined to be impaired are excluded from the formula
allowance analysis so as not to double-count the loss exposure.

In estimating the amount of credit losses inherent in the Company’s loan and lease portfolios, various
assumptions are made. For example, when assessing the condition of the overall economic environment,
assumptions are made regarding current economic trends and their impact on the loan and lease portfolio.
In the event the national economy were to sustain a prolonged downturn, the loss factors applied to our
portfolios may need to be revised, which may significantly impact the measurement of the allowance for
loan and lease losses. For impaired loans that are collateral-dependent, the estimated fair value of the
collateral may deviate significantly from the proceeds received when the collateral is sold. To mitigate the
imprecision inherent in most estimates of expected credit losses, the allocated component of the allowance
is supplemented by an unallocated component. The unallocated component reflects our judgmental
assessment of the impact that various factors have on the overall measurement of credit losses. These
factors include, but are not limited to, general economic and business conditions affecting the key lending
areas of the Company, credit quality and collateral value trends, loan concentrations, specific industry
conditions within portfolio segments, recent loss experience in particular segments of the portfolio,
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duration of the current business cycle, the impact of new product initiatives and other such variables for
which recent historical data do not provide a high level of precision for risk evaluation, the results of
regulatory examinations and findings from the Company’s internal credit review function.

Refer to Note 1 to the Consolidated Financial Statements — “Summary of Significant Accounting
Policies” for further discussion of the Allowance for Loan and Lease Losses.

Changes in the allowance for loan and lease losses were as follows:
Year Ended December 31,
2002 2001 2000 1999 1998
(dollars in millions)

Balance, beginning Of YEar .....c.ccvevreeerninnrcererceenenieresesessesersens $1,404 $1,014 $1,042° $1,068 $1,048
Allowance acquired through business combinations..................... 148 120 - - 108
Allowance for transfer to loans held for sale ......cccceveevenncniinne {31) - (36) (1) (74)
Allowance for certain loan commitments........cccconvinvinicininne (52) - - - -
Provision for loan and lease 10SS€S ... 595 575 185 167 162

2,064 1,709 1,191 1,234 1,244
Loans charged off:
Loans secured by real estate:

HOME 10ANS ...cviiiiieiireceietreerrrni e nne (52) (29) (19) (38) (65)
Purchased specialty mortgage finance .........c.coccvevnecniieennn (33) (25) (4) - -
Total home loan charge-offs........coovveiciicnncnnnnnn, (85) (54) (23) (38) (65)
Home construction 10ans® .........ccccovcerererreiicrerecieen s ) - e} - ¢))
Home equity loans and lines of credit:
Banking subsidiaries ...........ceovcerrirenerereienneeecenenenenes (14) 4) 3) - -
Washington Mutual FInance .........ococovvvvnceininrirneenesvennnnns (12) (8) 3) (2) )
Multi-family....ccocovveeriinenerri b (1) - 2) (15) (22)
Other real eState....oviiereriereciorrcirrieecee oo (60) (35) (4) (24) (12)
Total loans secured by real estate........coovvevreeeeeeureeeerennnn, (173)  (101) (36) (79)  (102)
Consumer:
Banking subsidiaries .........c.eceeveeimnieeeneeren e (70) (51) (41) (46) (34)
Washington Mutual FINance.......c.coecevvvncnincnneersnnnccnen, (170)y (138 (117) 95) (88)
Commercial buSINesS......c.ovecerrrernreriirinireree e (73) (49) 9) 3) 3)
Total loans charged off..........cooeiinriiecen, (486) (339) (203) (223) (227)
Recoveries of loans previously charged off:
Loans secured by real estate:
Home 10ans.......cocoeeiiniinininiici e 2 2 1 4 18
Purchased specialty mortgage finance ..........ccoccevvmmnccrcennne. - - 1 - -
Home equity loans and lines of credit:
Banking subsidiaries ........cccoeeeiiniinennniicec s 1 1 - - -
Washington Mutual Finance .........cceccovveiiecneninnennne, - - - - -
MUti-fAMILY ..ot 1 - 1 3 6
Other real estate.. ..o 12 1 4 8
Total loans secured by real estate.......covevrvevrreveniinenen 16 6 4 11 32
Consumer:
Banking subsidiaries ... e 13 4 4 3 2
Washington Mutual Finance.......ccocevevveieeninincneennnenne. 19 18 17 16 16
Commercial BUSINESS......ovvivereeiiriniirinicren e 27 6 1 1 1
Total recoveries of loans previously charged off................ 75 34 26 31 51
Net charge-offs.........oivceviieieierec s (411) (305 (77 (192) (176)
Balance, end of YEar ......ccccevmieiniirveieeere st $1,653 $1,404 $1,014 $1,042 $1,068
Net charge-offs as a percentage of average loans held in |
POTLEOIO v 028% 023% 015% 017% 017%
Allowance as a percentage of total loans held in portfolio.......... 1.12% 1.08% 085% 092% 0.99%

(M Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale and construction loans made directly to the intended occupant of a single-family residence.
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An analysis of the allowance for loan and lease losses was as follows:

December 31,
2002 2001 2000

Allowance Allocated Loan Allowance Allocated Loanm Ablowance Allocated Loan
for Lean Allowance Category for Loan Allowance Category for Loan Allowance Category
and asa% asa% and asa% asa% and asa% asa%
Lease of Loan of Total Lease of Lean of Total Lease of Loan of Total
Losses Category Loans Losses Category Loans!’ Lesses Category Loans!"

(doliars in millions)

Specitic and allocated allowances:
Loans secured by real estate:

Home loans ..., $ 251 0.30% 56.15% § 290 0.37% 60.87% $ 250 0.31% 67.03%
Purchased specialty
mortgage finance............... 169 1.67 6.87 97 1.13 6.56 52 0.94 4.63
Total home loans............ 420 0.45 63.02 387 0.44 67.43 302 0.35 71.66
Home construction loans:
Builder® 15 1.48 0.69 28 1.73 1.25 4 0.91 0.37
Custom® 7 0.75 0.63 4 0.41 0.75 3 0.30 0.83
Home equity loans and lines
of credit: .o,
Banking subsidiaries........... 46 0.29 10.96 27 0.34 6.12 20 0.35 4.82
Washington Mutual
Finance 79 4.09 1.31 69 3.29 1.61 57 2.86 1.66
Multi-family w 146 0.81 12.20 138 0.88 11.98 138 0.88 13.09
Other real estate ......ccoveiene 296 37 541 161 2.64 4.68 100 291 2.88
Total allocated
allowance secured by .
real estate.....cc.oeevceene. 1,009 0.73 94.22 814 0.67 93.82 624 0.55 95.31
Consumer:
Banking subsidiaries .............. 70 421 1.13 71 353 1.54 70 4.19 1.40
Washington Mutual
FInance ......cccvvcincnonnes 71 411 117 57 3.25 1.35 48 2.76 1.45
Commercial business ......c.......... 116 226 3.48 92 2.15 3.29 33 1.50 1.84
Total allocated
allowance held in
portfolio .....cceiniircees 1,266 0.86 100.00 1,034 0.79 100.00 775 0.65 100.00
Unallocated allowance .................. 387 0.26 - 370 0.29 - 239 0.20 -
Total allowance for loan
and lease losses........... $1,653 1.12%  100.00% $1,404 1.08% 100.00% $1,014 0.85%  100.00%

(Continued on next table)

(M Excludes loans held for sale.

(@ Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

() Represents construction loans made directly to the intended occupant of a single-family residence.
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December 31,
1999 1998

Allowance Allocated Loan Allowance Allocated Loan
for Loan Allowance Category for Loan Allowance Category
and asa% asa% and asa% asa%
Lease of Loan of Total Lease of Loan of Total
Losses Category Loans'? Losses Category Loans

(dollars in millions)
Specific and allocated allowances:
Loans secured by real estate:
Home loans.......i e $ - % 1054% $ - T 13.67%

Purchased specialty mortgage finance... - - 2.74 - - -
Total home loans........oceiiiiiiinnnns - - 7328 - - 73.67
Home construction loans:
Builder® 5 1.48 0.30 1 0.36 0.26
Custom® - - 0.80 - - 0.69
Home equity loans and lines of credit:
Banking SubSIdiaries ...ttt - - 3.87 - - 3.20
Washington Mutual Finance .... - - 1.26 - - 1.04
Multi-family......ccoconiiiiicsnnnnnnn 59 0.39 13.42 126 0.87 13.53
Other real eState. .o - - 3.15 - - 3.90
Total allocated allowance secured by real estate.............. 64 0.06 96.08 127 0.12 96.29
Consumer:
Banking subsidiaries ........ccoevrriniccriiencncire e - - 1.26 - - 1.35
Washington Mutual Finance ... - - 1.43 - - 1.35
Commercial business ... 18 128 1.23 17 1.57 101
Total allocated allowance held in portfolio.........coveiae 82 0.07 100.00 144 0.13 100.00
Unallocated alloWance ... 960 0.85 - 924 0.86 -
Total allowance for loan and lease 10SS€S.......ccveveeuerrvriennens $1,042 092% 100.00% $1,068 0.99%  100.00%

™ Excludes loans held for sale.

) Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

©)  Represents construction loans made directly to the intended occupant of a single-family residence.

During 2000, in conjunction with our continued expansion of our lending activity beyond traditional
home loans, management enhanced its methodology for determining the allocated components of the
allowance. This enhancement resulted in an allocation of previously unallocated allowance amounts to
individual loan categories.

The amount of loans which were 30 or more days contractually past due and still accruing interest
were $60 million, $86 million, $45 million, $60 million and $95 million at December 31, 2002, 2001, 2000,
1999 and 1998.

Operating Segments

The Company continues to enhance its operating segment reporting process methodologies. These
methodologies assign certain balance sheet and income statement items to the responsible operating
segment. Methodologies that are applied to the measurement of segment profitability include: (1) a funds
transfer pricing system, which matches assets and liabilities with the market benchmark (approximation) of
the Company’s cost of funds based on the interest rate sensitivity and maturity characteristics and
determines how much each interest margin source contributes to the Company’s total net interest income;
(2) a calculation of the provision for loan and lease losses based on management’s current assessment of
the expected losses for loan products within each segment, which differs from the “losses inherent in the
loan portfolio” methodology that is used to measure the allowance for loan and lease losses under
generally accepted accounting principles; (3) the utilization of an activity-based costing approach to
measure allocations of certain operating expenses that were not directly charged to the segments; (4) the
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allocation of goodwill and other intangible assets to the operating segments based on benefits received
from each acquisition; (5) capital charges for goodwill as a component of an internal measurement of
return on the goodwill allocated to the operating segment, which accounts for the additional income the
operating segment received via acquisition; and (6) an economic capital model which is the framework for
assessing business performance on a risk-adjusted basis. Changing economic conditions, further research
and new data may result in revisions to the capital allocation assumptions. Changes to the operating
segment structure and to certain of the foregoing performance measurement methodologies were made
during the fourth quarter of 2002. Results for the prior periods have been revised to conform to these
changes.

We manage our business along three major operating segments: Banking and Financial Services,
Home Loans and Insurance Services and Specialty Finance. Results for Corporate Support/Treasury and
Other are also presented.

Banking and Financial Services

Year Ended December 31, Percentage Change
2002 2001 2000 20022001 2001/2000
(in millions)

Condensed imcome statement:

Net INterest iNCOME ....vvvrevirereevreeeriesieerenesreoeresaeenes $ 3,314 §$ 2321 $ 2,061 43% 13%
Provision for loan and lease 10SSes .......c..ccveee.eee. 160 146 65 10 125
Noninterest iNCOME ......ccovvvveerveriierieeeeeeesrereeeeenens 2,222 1,793 1,403 24 28
NONIOLEIESt EXPEMSE .ovrvivrrvreirereererserrrenrereesersersenenas 3,514 2,512 2,010 40 25
INCOME tAXES .oovicvviriierirree e crrreeeeseseirree e e arae s e s sianeee 713 551 528 29 4
INEL INCOMIE ueinniiorreeiecreetec et e orrr et e sere vt eaneeaee $ 1,149 $ 905 $§ 861 27 5
Performamnce and other data:
Operating efficiency ........cooevrivrereninrennnnerersinnnes 55.22% 59.18% 58.21% (7) 2
AVerage 10anS.......cocvrveeenieenererieeneseeere s esserens $ 20,915 $13,123 $ 9,315 59 41
AVETAZE ASSELS..ccerriiiieririaeeeiierenetiienrenesrenerenseserns 29,126 17,931 12,441 62 44
Average deposits.....c.covereeieeiireeiiiseeniessieeernsnenene 113,250 82,384 78,074 37 6

M The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by tatal revenue (net interest
income and noninterest income).

Net income was $1,149 million in 2002, compared with $905 million in 2001 and $861 million in 2000.
Net interest income increased to $3,314 million in 2002 from $2,321 million in 2001 and $2,061 million in
2000. A significant portion of the increase in net interest income for 2002 and 2001 was due to increased
interest income from higher home equity loans and lines of credit balances and a funding credit from
growth in average deposits, mostly Platinum Accounts. A decrease in interest expense, as a result of the
lower interest rate environment, also contributed to the increased net interest income.

Noninterest income was $2,222 million in 2002, up from $1,793 million in 2001 and $1,403 million in
2000. The increase in noninterest income was predominantly due to an increase in depositor and other
retail banking fees associated with higher levels of checking fees that resulted from an increased number of
noninterest-bearing checking accounts and an increase in securities fees and commissions.

Higher loan and deposit volumes drove increases in compensation and benefits expense, occupancy
and equipment expense, and other direct expenses, which primarily increased noninterest expense to
$3,514 million in 2002 from $2,512 million in 2001 and $2,010 million in 2000. The acquisition of Dime and
HomeSide also contributed to the increase during 2002.
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Total average assets increased by approximately 62% during 2002. This increase was primarily due to
the growth in consumer loans, which increased 69% from 2001, as well as an increase in goodwill resulting
from the Dime acquisition.

Total average deposits increased by 37% or $30,866 million during 2002. This increase was largely
driven by the growth in Platinum Accounts, partially offset by decreases in money market and time deposit
accounts. Total average deposits increased 6%, or $4,310 million, in 2001.

Home Loans and Insurance Services

Year Ended December 31, Percentage Change
2002 2001 2000 2002/2001  2001/2000
(in millions)

Condensed income statement:

Net INterest IMCOME ..ovvervvrreereireeereereseeneereeeessrenns $ 4455 $ 2457 $§ 1,864 81% 32%
Provision for loan and lease losses.......ceveve.... 219 219 101 - 117
NoNInterest IMNCOMIE. ... .civrieirrreecrreeaireeecireeisneierens 2,522 1,469 548 72 168
NONINtErest EXPEnSse .....cvvvveereieverrvrrerserenererennes 2,695 1,433 679 88 111
INCOME tAXES ..vvveriiiiiii it 1,525 880 620 73 42
NEt INCOME c.ovvviveeveireeeeeeeeeee e $ 2538 § 1,394 § 1,012 82 38
Performance and other data:
Operating efficiency®........ccoverviernrneereenennen. 3473%  33.01% 2695% 5 22
AVErage T0ANS.....ooeei et s $123,954 $107,110 $ 86,044 16 24
AVETAZE ASSLES ovvreerereerirerreriesrreiaessiesseriestnenereeseens 173,221 148,614 124,704 17 19
Average deposits.......ccoviveerrierienninierrnnreneeens 13,714 7,860 1,213 74 548

@ The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by total revenue (net interest
income and noninterest income).

Segment results for the Home Loans and Insurance Services Group for 2002 were primarily impacted
by the addition of the mortgage operations of Dime and HomeSide, as well as the low interest rate
environment. Segment results for 2001 were primarily impacted by the addition of the mortgage operations
of Fleet Mortgage and PNC Mortgage.

Net income was $2,538 million in 2002, compared with $1,394 million in 2001 and $1,012 million in
2000. Net interest income increased to $4,455 million in 2002 from $2,457 million in 2001 and
$1,864 million in 2000. Substantially all of the increase in 2002 was due to a decrease in funding costs that
resulted from the lower interest rate environment and an increase in interest income on loans held for sale
resulting from high origination volumes. Predominantly offsetting the decrease in funding costs was a
reduction in interest income on available-for-sale mortgage-backed securities and home loans, also due to
lower interest rates. The increase in 2001 was primarily due to the growth of loans held for sale, resulting
from the substantial increase in home loan volume.

Noninterest income increased to $2,522 million in 2002, compared with $1,469 million in 2001 and
$548 million in 2000. The increases were largely due to increases in revaluation gain from derivatives,
investor loan servicing fees, gain from mortgage loans and mortgage banking loan related income. These
increases were mostly offset by increases in the impairment and amortization expenses associated with
MSR. The increase in noninterest income in 2001 was predominantly due to higher gains from mortgage
loans, mortgage banking loan related income and portfolio loan related income.

Noninterest expense increased to $2,695 million in 2002 from $1,433 million in 2001 and $679 million
in 2000. A significant portion of the increase was due to higher compensation and benefits expense,




primarily the result of the expanded loan servicing operations added by the Dime and HomeSide
acquisitions.
Total average assets increased by approximately 17% during 2002, primarily as a result of the Dime

and HomeSide acquisitions, and by approximately 19% in 2001, primarily as a result of the Fleet Mortgage
and PNC Mortgage acquisitions.

Specialty Finance
Year Ended December 31, Percentage Change

2002 2001 2000 2002/2001  2001/2000
(im miBlions)

Condensed income statement:

Net INtErest iMCOIME ..cuvvuiivvvriereirireieeeeisreeresseseeseareenees $1337 $1073 § 822 25% 31%
Provision for loan and lease 10S5€5 .......ccccovrereernnee 271 298 148 )] 101
NONINLETESt INCOIMIE .uvvierveeeirerieieeeeenrereetreeenereesseeesnes 114 74 42 54 76
NONINLETESt EXPENSE .evvereerierrrreerererersereeresersresesneerses 400 294 215 36 37
INCOIME TAXES 1eevvrreerirerreirrreeiresisnrieeereeentseserreessseeennnas 293 208 190 41 9
INEL INCOME o.eevecveeee et $ 487 § 347 § 311 40 12
Performance and other data:

Operating efficiency® ........ccocoveveeoeinnneeenirennnnn. 2139% 21.76% 23.67% (2) (8)
AVETage loanS....ccvvveerieeriierereereteereineceseserererse s $30,488 $27,684 $22,383 10 24
AVETAZE SSELS...cveeirreeiecririerinieereserieie e eerieserennne 32,647 29,261 22,839 12 28
Average deposifS.......ocorvercrniieinecncrrren e 2,836 2,613 191 9 -

0 The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by total revenue (net interest
income and noninterest income).

Net income was $487 million in 2002, up from $347 million in 2001 and $311 million in 2000. Net
interest income was $1,337 million in 2002, $1,073 million in 2001 and $822 million in 2000. The increase in
net interest income was predominantly due to lower interest expense on funding sources and an increase in
interest income on other commercial real estate loans resulting from a 62% increase in the portfolio during
2002, primarily from the Dime acquisition. The increase in net interest income was mostly offset by lower
interest income from multi-family and home loans resulting from lower interest rates.

Noninterest income increased to $114 million in 2002 from $74 million in 2001 and $42 million in
2000, which was predominantly due to increases in loan related income, specifically loan prepayment fees,
" and other income from the sale of First Community Industrial Bank, a subsidiary of Washington Mutual
Finance Corporation, in 2002.

Noninterest expense increased to $400 million in 2002 from $294 million in 2001 and $215 million in
2000. A major portion of the increase was attributable to higher compensation and benefits expense,
telecommunications and outsourced information services expense and other operating expenses, primarily
related to the Dime acquisition. This acquisition also contributed to a significant portion of the increase in
the cost of capital charged against the resulting goodwill.

Total average assets increased by approximately 12% during 2002, primarily due to the Dime
acquisition. Total average assets increased by approximately 28% in 2001, primarily due to the acquisition
of Bank United.
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Corporate Support/Treasury and Other

Year Ended December 31, Percentage Change
2002 2001 2000 2002/2001  2001/2000
(in millions)

Condensed income statemenmnt:

Net interest income (EXPENSE)........coverereereeeararennns $ (765) $ 1,025 § (436) -% -%
Provision for loan and lease 108S€S .....coeevevrrveereenn. 2 2 (D) - -
Noninterest income {EXPEnse) ......c.overerrereerererecnnnas (68) (88) ® (23 878
NODINTETEST EXPENSE ouevevvinrererereeererererieeresrerenereenes 591 636 361 (7N 76
Income taxes (benefit) ......ccoocveiieevinnreennsaienn, (594) 51 (350) - -
Net income (10SS)....coeererenrreerenrninerireeserernaenas $ (832) $ 248 § (455) - -
Performance and other data:
AVETage 10ANS....oviuiecriiie v ecseiernensasnerersenereens $ 648 § 829 § - (22) -
AVETAZE ASSELS...eeirrirrireriierririirearereaseriensasessensassesenns 36,945 30,199 27,588 22 9
Average depositS......ccceveevecrereneiennernieeeeeaenes 4,901 3,665 798 34 359

Corporate Support/Treasury and Other had a net loss of $832 million in 2002 compared with net
income of $248 million in 2001 and a net loss of $455 million in 2000. Net interest expense was $765 million
in 2002 compared with net interest income of $1,025 million in 2001 and net interest expense of
$436 million in 2000. The changes in net interest income were mostly due to the impact of the funds
transfer pricing process to the results of our Treasury operations.

Noninterest expense was $591 million in 2602 compared with $636 million in 2001 and $361 million in
2000. The decrease from 2001 in noninterest expense was driven by an increased allocation of corporate
expenses to the operating segments.

Liguidity

The objective of liquidity management is to ensure the Company has the continuing ability to
maintain cash flows that are adequate to fund operations and meet obligations and other commitments on
a timely and cost-effective basis. The Company establishes liquidity guidelines for both the consolidated

enterprise as well as for the unconsolidated parent holding company, Washington Mutual, Inc., to ensure
that Washington Mutual, Inc. can be utilized as a liquidity resource for its banking subsidiaries.

The principal sources of liquidity for our banking subsidiaries are customer deposits, wholesale
borrowings, the maturity and repayment of portfolio loans, securities held in our available-for-sale
portfolio and mortgage loans designated as held for sale. Among these sources, transaction deposits and
wholesale borrowings from FHILB advances and repurchase agreements continue to provide the Company
with a significant source of stable funding. During 2002, those sources funded 71% of average total assets.
Our continuing ability to retain our transaction-deposit customer base and to attract new deposits depends
on various factors, such as customer service satisfaction levels and the competitiveness of interest rates
offered on our deposit products. A decrease in rates offered on interest-bearing Platinum Accounts, in
particular, may result in lower levels of interest-bearing checking deposit balances. The Company would
primarily use wholesale borrowings to offset any potential declines in deposit balances. We expect that
FHLB advances and repurchase agreements will continue to be our most significant sources of wholesale
borrowings during 2003, and we expect to have the requisite assets available to pledge as collateral to
obtain these funds.

The continuing expansion of our mortgage banking business during 2002 resulted in higher volumes of
loan originations and sales activity. In 2002, the Company’s proceeds from the sale of loans held for sale
was approximately $218 billion. These proceeds were, in turn, used as the primary funding source for the
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origination or purchase (net of principal payments) of approximately $223 billion of loans held for sale
during the same year. As this cyclical pattern of sales and originations/purchases repeats itself several times
over during the course of a year, the amount of funding necessary to sustain our mortgage banking
operations does not significantly affect the Company’s overall level of liquidity resources.

To supplement our funding sources, our bank subsidiaries also raise funds in domestic and
international capital markets. In April 2001, WMBFA and Washington Mutual Bank (“WMB”) established
a $15 billion Global Bank Note Program for senior and subordinated debt in the United States and in
international capital markets on both a syndicated and non-syndicated basis and in a variety of currencies
and structures. As of December 31, 2002, our bank subsidiaries had issued $3.85 billion of senior notes and
$1.75 billion of subordinated notes under the Program. At December 31, 2002, WMB had $4.75 billion
available for issuance as senior debt. WMBFA had $4.65 billion available, of which $250 million was
available for subordinated debt (until April 2003) and $650 million was available for issuances with
maturities that exceed 270 days.

At December 31, 2002 and 2001, the Company had unused secured borrowing lines with the Federal
Reserve Bank discount window totaling $875 million and $960 million.

Liquidity for Washington Mutual, Inc. is generated through its ability to raise funds in various capital
markets and through dividends from subsidiaries, commercial paper programs and lines of credit.

Washington Mutual, Inc.’s primary funding source during 2002 was from dividends paid by our bank
subsidiaries. Although we expect Washington Mutual, Inc. to continue to receive bank subsidiary dividends
during 2003, various regulatory requirements related to capital adequacy and retained earnings limit the
amount of dividends that can be paid. For more information on dividend restrictions applicable to our
banking subsidiaries, refer to “Business ~ Regulation and Supervision” and Note 18 to the Consolidated
Financial Statements ~ “Regulatory Capital Requirements and Dividend Restrictions.”

In November 2001, Washington Mutual, Inc. filed a shelf registration statement with the Securities
and Exchange Commission that allowed for the issuance of $1.50 billion of senior and subordinated debt in
the United States and in international capital markets and in a variety of currencies and structures. In
January 2002, $1 billion of senior debt securities were issued under this shelf registration statement. In
April 2002, Washington Mutual, Inc. filed a similar shelf registration statement with the Securities and
Exchange Commission that allows for the issuance of an additional $1 billion of senior and subordinated
debt. In November 2002, Washington Mutual, Inc. issued $750 million of senior debt securities under this
shelf registration statement, At December 31, 2002, $750 million remained available for issuance. In
February 2003, Washington Mutual, Inc. filed a similar shelf registration statement with the Securities and
Exchange Commission that allows for the issuance of an additional $1.25 billion of debt securities,
preferred stock and depository shares in the United States and in international capital markets and in a
variety of currencies and structures. When the shelf registration statement is declared effective, the
Company will have the ability to sell $2 billion of debt or preferred equity securities.

On August 12, 2002, Washington Mutual, Inc. and Washington Mutual Finance entered into a new
three-year revolving credit facility totaling $800 million. This credit facility replaced the two revolving
credit facilities totaling $1.20 billion that were in effect until August 9, 2002 and provides back-up for the
commercial paper programs of Washington Mutual, Inc. and Washington Mutual Finance as well as funds
for general corporate purposes. The facility was arranged by J.P. Morgan Chase Bank and includes a
syndicated group of banks. At December 31, 2002, Washington Mutual, Inc. had no commercial paper
outstanding and Washington Mutual Finance had $440 million outstanding.

Effective July 31, 2002, Washington Mutual Finance entered into an agreement with Westdeutsche
Landesbank Girozentrale to participate in a $300 million asset-backed commercial paper conduit program.
This program has a 364-day term with an option to extend for up to two 364-day periods and provides its
own back-up liquidity arrangements, which are not covered by the $800 million credit facility. At
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December 31, 2002, Washington Mutual Finance had borrowed $300 million and was not entitled to
borrow more under this facility.

The Company maintains a noncontributory cash balance defined benefit pension plan (the “Pension
Plan”) for substantially all eligible employees. In measuring the variables that determine the funded status
of the Pension Plan, three of the more significant assumptions that must be estimated are the expected
long-term rate of return on the plan’s assets, the discount rate and the compensation rate increase that are
used to calculate the accumulated benefit obligation. Due to the deterioration in equity market valuations
that has occurred, in particular, over the past two years, the actual performance of the Company’s Pension
Plan assets for 2002 did not achieve the expected long-term rate of return. Additionally, due to the
extremely low interest rate environment that has existed throughout 2002, the assumed discount rate for
2002 was lower than 2001, which increased the present value of the December 31, 2002 estimated
accumulated benefit obligation. The Company contributed additional funding of $281 million to the
Pension Plan during 2002, which was sufficient to prevent the recognition of a pension liability.

The Company has used an assumed discount rate of 6.50%;, an assumed rate of compensation increase
of 5.50% and an expected return on assets of 8.00% to calculate a net periodic expense of $46 million for
2002 and a projected benefit obligation of $1,104 million as of December 31, 2002. Refer to Note 20 to the
Consolidated Financial Statements - “Employee Benefits Programs and Other Expense” for further
discussion.

The table below illustrates the potential impact of 50 basis point increases and decreases in the key
assumptions outlined above to the 2003 projected net periodic expense and the December 31, 2002
projected benefit obligation (50 basis points is equivalent to one-half of one percent). The 50 basis point
increases and decreases represent the Company’s estimate of the changes which may occur over a twelve
month period.

Projected 2003
Net Pericdic Projected Benefit
Basis Points  Expense Impact  Obligation Impact

(dollars in millions)

Discount rate inCrease ........ooouvvurvernerneen. +50 (39.1) ($71.5)
Discount rate decrease ........c.ccoenee. -50 9.8 80.0
Rate of compensation decrease(V.... -50 (2.8) (7.8)
Return on assets increase................. +50 5.2) n/a
Return on assets decrease...........coovunene -50 5.1 n/a

m

Only the rate of compensation decrease is provided because, due to the current economic conditions, it is not anticipated
that the assumed rate of compensation increase will be greater than 5.50%.
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Capital Adequacy

Reflecting the effects of the Dime acquisition and strong earnings during 2002, the ratio of
stockholders’ equity to total assets increased to 7.50% at December 31, 2002 from 5.80% at December 31,
2001.

The regulatory capital ratios of WMBFA, WMB and Washington Mutual Bank fsb (“WMBfsb”") and
minimum regulatory requirements to be categorized as well-capitalized were as follows:

December 31, 2002 Well-Capitalized

WMBFA WMB  WMBfsb Minimum
Tier 1 capital to adjusted total assets (leverage).......coveveerneen. 577% 8.00% 8.87% 5.00%
Adjusted tier 1 capital to risk-weighted assets .......c.ccecerevrernenn 925 1027 16.07 6.00
Total capital to risk-weighted assets ......cccoveeerecrerniinninnenen. 11.37 1148 17.32 10.00

Our federal savings bank subsidiaries are also required by the Office of Thrift Supervision regulations
to maintain tangible capital of at least 1.50% of assets. WMBFA and WMBfsb both satisfied this
requirement at December 31, 2002.

Our broker-dealer subsidiaries are also subject to capital requirements. At December 31, 2002, all of
our securities subsidiaries were in compliance with their applicable capital requirements.

During 2002, the Company repurchased 38.0 million shares of our common stock as part of our share
repurchase program. On July 16, 2002, the Board of Directors approved an expansion to our share
repurchase program thereby authorizing the Company to repurchase 41.2 million additional shares of
common stock. At December 31, 2002, our remaining purchase authority was approximately 63.4 million
shares. From January 1, 2003 through February 28, 2003, the Company repurchased an additional
6.3 million shares. Management may engage in future share repurchases as liquidity conditions permit and
market conditions warrant.

Market Risk Management

Market risk is defined as the sensitivity of income, fair market values and capital to changes in interest
rates, foreign currency exchange rates, commodity prices and other relevant market rates or prices. The
primary market risk to which we are exposed is interest rate risk. Substantially all of our interest rate risk
arises from instruments, positions and transactions entered into for purposes other than trading. They
include loans, MSR, securities, deposits, borrowings, long-term debt and derivative financial instruments.

We are exposed to different types of interest rate risks, including lag, repricing, basis, prepayment and
lifetime cap risk. These risks are described in further detail in the following paragraphs. We manage
interest rate risk within an overall asset/liability management framework. The principal objective of our
asset/liability management is to manage the sensitivity of net income to changing interest rates. Asset/
liability management is governed by a policy reviewed and approved annually by our Board. The Board has
delegated the oversight of the administration of this policy to the Finance Committee.

Overview of Our Interest Rate Risk Profile

Increases or decreases in interest rates can cause changes in net income, fluctuations in the fair value
of assets and liabilities, such as MSR, investment securities and derivatives, and changes in noninterest
income and noninterest expense, particularly gain from mortgage loans, loan servicing fees and the
amortization of MSR. Qur interest rate risk arises because assets and liabilities reprice, mature, prepay or
decay at different times or in accordance with different indices as market interest rates change.

The slope of the yield curve and the speed of changes in interest rates affect our sensitivity to changes
in interest rates. Changes in short-term rates generally have a more immediate effect on our borrowing and
deposit rates than on our asset yields. Our deposits and borrowings typically reprice faster than our
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mortgage loans and securities. The slower repricing of assets results mainly from the lag effect inherent in
loans and mortgage-backed securities indexed to the 12-month average of the annual yields on actively
traded U.S. Treasury securities adjusted to a constant maturity of one year (“MTA”) and to the 11* District
FHLB monthly weighted average cost of funds index (“COFI”). For example, after short-term rates fall,
the net interest margin rises and then tends to peak a few months after short-term rates stabilize and then
trends downward until asset yields reprice to current market levels.

Prepayments, loan production, loan mix and gain from mortgage loans are normally all affected by
changes in long-term rates. When long-term rates decline, prepayments tend to accelerate and refinancing
activity increases, leading to higher overall loan production. In a low rate environment, the proportion of
new loans that are fixed-rate increases. This in turn leads to higher gain from mortgage loans, due to our
practice of selling the majority of our fixed-rate volume through secondary market channels. Although
balance sheet shrinkage may occur during periods of declining or low long-term rates, net interest income
may increase due to the expansion of the net interest margin.

Conversely, when long-term rates increase, prepayments slow and overall loan production is reduced.
At the same time, the percentage of new loans that are adjustable-rate loans increases, and we generally
retain these loans within our portfolio. Accordingly, balance sheet growth may occur in a rising long-term
rate environment, although net interest income may decrease due to the contraction of the net interest
margin.

Changes in long-term rates also impact the fair value and the amortization rate of MSR. The fair
value of MSR decreases and the amortization rate increases in a declining long-term interest rate
environment due to the higher prepayment activity, resulting in the potential for impairment and a
reduction in net loan servicing income. During periods of rising long-term interest rates, the amortization
rate of MSR decreases and the fair value of MSR increases, resulting in the potential recovery of the MSR
valuation allowance and an increase in net loan servicing income. The timing and amount of any potential
MSR recovery cannot be predicted with precision because of its dependency on the timing and magnitude
of future interest rate increases and the unpaid principal balances in the relevant interest rate strata at the
time of the increase.

Some of the components of our interest rate risk are counter cyclical. For example, in a declining
interest rate environment our net interest income, gain on sale of mortgage instruments, mark-to-market
adjustments of MSR risk management instruments and gain on sale of MSR risk management instruments
tends to increase. This may be offset by increased amortization and impairment of MSR and reductions in
loan servicing fees and increased operating expenses associated with the origination of mortgage loans.
Conversely, in a rising interest rate environment our net interest income, gain on sale of mortgage
instruments, mark-to-market adjustments of MSR risk management instruments and gain on sale of MSR
risk management instruments tends to decrease. This may be offset by decreased amortization of MSR,
recovery of MSR valuation allowances, increases in loan servicing fees and decreased operating expenses
associated with the origination of mortgage loans. We may adjust the amount or mix of MSR risk
management instruments based on the counter cyclical nature of some components of our activities.

Types of Interest Rate Risk

We are exposed to different types of interest rate risks. These risks include: lag, repricing, basis,
prepayment and lifetime cap risk. These risks are described in further detail in the following paragraphs.

Lag risk. Lag risk results from the inherent timing difference between the repricing of our
adjustable-rate assets and our liabilities. The effect of this timing difference, or “lag,” will be favorable
during a period of declining interest rates and unfavorable during a period of rising interest rates. This lag
risk can produce short-term volatility in our net interest income during periods of interest rate movements
even though the effect of this lag generally balances out over time. One example of lag risk is the repricing
of assets indexed to the MTA. A sharp movement in interest rates will not be fully reflected in the index for
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twelve months resulting in a lag in the repricing of loans and securities based on this index. This contrasts
with borrowings which generally reprice fairly quickly based on current market interest rates.

Repricing risk. Repricing risk is caused by the mismatch in the maturities and/or repricing periods
between interest-earning assets and interest-bearing liabilities. In periods of rising interest rates, the net
interest margin normally contracts since the repricing period of liabilities is shorter than the repricing
period of assets. This results in funding costs rising faster than asset yields. The net interest margin
expands in periods of falling interest rates as borrowing costs reprice downward faster than asset yields.
Repricing risk is managed by changing the repricing characteristics of interest-bearing liabilities with
derivatives and by selling fixed-rate and adjustable-rate loans and securities.

Basis risk. Basis risk results from our assets and liabilities reacting differently to interest rate
movements due to their dependency on different indices. For example, most of our adjustable-rate loans
are indexed to COFI, MTA, Prime or Treasury based indexes. The rates on the majority of our borrowings
are derived from the London Interbank Offered Rates (“LIBOR”) or interest rate swap curves. This
results in basis risk as the loan indices may move at a different rate or in a different direction than the rate
on our borrowings or deposits.

Basis risk can also impact the ability to offset changes in the fair value of MSR with changes in fair
value of MSR risk management instruments. The fair value of MSR is primarily affected by changes in
prepayments resulting from shifts in mortgage rates. Changes in the fair value of the MSR risk
management instruments vary based on the specific instrument. For example, changes in the fair value of
interest rate swaps are driven by shifts in interest rate swap rates while the fair value of U.S. Treasury
bonds is based on changes in U.S. Treasury rates. Mortgage rates may move more or less than the rates on
Treasury or interest rate swaps. This could result in changes in the fair value of the MSR that differs from
the change in fair value of the MSR risk management instruments.

Prepayment risk. Prepayment risk results from the ability of customers to pay off their loans prior to
maturity. Generally, prepayments increase in falling interest rate environments and decrease in rising
interest rate environments. In falling interest rate environments, this normally results in the prepayment
and refinancing of existing fixed- and adjustable-rate loans to lower coupon, fixed-rate mortgage loans.
This preference, when combined with our policy of selling most of our fixed-rate loan production, may
make it difficult to increase or even maintain the size of our loan and mortgage-backed securities
portfolios during these periods. During such periods, it is likely that we would decrease the percentage of
adjustable-rate loans that are sold. This may mitigate some of the potential balance sheet shrinkage that
results from the faster prepayments of existing loans and securities.

In rising interest rate environments, the decline in prepayments would normally result in an increase
in the size of our loan and mortgage-backed securities portfolios. During these periods, we may increase
the percentage of adjustable-rate loans that are sold. These additional sales may generate gain from
mortgage loans offsetting some of the reduction in the net interest margin.

Prepayment risk also has a significant impact on the fair value of MSR. Faster prepayments of loans
within our servicing portfolio can be expected to result in a reduction in the fair value of MSR, while
slower prepayments of loans within our servicing portfolio can be expected to result in an increase in the
fair value. In addition, the amortization of premiums and discounts related to loans and mortgage-backed
securities are affected by increases or decreases in prepayments.

Lifetime cap risk. The lifetime interest rate caps on adjustable-rate loans held in portfolio introduce
another element of interest rate risk to our earnings. In periods of rising interest rates, it is possible for the
fully indexed interest rate (index rate plus the margin) to exceed the lifetime interest rate cap. This feature
prevents the loan from repricing to a level that exceeds the cap’s specified interest rate, thus adversely
impacting net interest income in periods of relatively high interest rates. Typically, the lifetime cap is 300 to
500 basis points above the fully indexed initial rate. The lifetime caps on our existing loan and mortgage-
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backed securities portfolios would not have a material adverse effect on net interest income unless interest
rates increased substantially from current levels.

Management of Interest Rate Risk

We manage our balance sheet to mitigate the impact of changes in market interest rates on net
income. Key components of our balance sheet strategy include the origination and retention of short-term
and adjustable-rate assets and the origination and sale of most fixed-rate and certain hybrid adjustable-rate
mortgage loans and the management of MSR. We may also modify our interest rate risk profile with
interest rate contracts, embedded derivatives and forward purchase commitments.

The interest rate contracts that are classified as asset/liability management instruments are intended
to assist in the management of our net interest income. These contracts are often used to lengthen the
repricing period of our interest-bearing funding sources in order to partially offset the temporary
compression of the net interest margin that occurs during periods of rising short-term interest rates. The
types of contracts used for this purpose consist of interest rate caps, corridors, pay-fixed swaps and payor
(pay-fixed) swaptions. The aggregate notional amount of these contracts totaled $45.06 billion at
December 31, 2002. None of the interest rate caps had strike rates that were in effect at December 31,
2002. Some of these interest rate contracts are embedded in borrowings.

The stand alone and embedded payor swaptions are exercisable upon maturity, which ranges from
March 2003 to February 2004. The embedded payor swaptions provide protection in rapidly rising interest
rate environments, because these instruments offer a mechanism for fixing the rate on our interest-bearing
borrowings to an interest rate that could be lower than eventual market levels.

We also held $5.91 billion of receive-fixed interest rate swaps classified as asset/liability management
instruments at December 31, 2002. These instruments, which are indexed to one and three-month LIBOR,
are intended to reduce the interest expense on long-term, fixed-rate borrowings during stable or falling
interest rate environments. Although these borrowings provide a source for long-term funds, the average
life of these long-term borrowings typically exceeds the expected life of our assets and the interest rates on
these borrowings may be significantly higher than the interest rate on shorter-term instruments. In
addition, a portion of this long-term debt consists of subordinated debt, which the Company issued
because it qualifies as a component of Tier 2 risk-based capital subject to regulatory prescribed limits. We
purchased receive-fixed interest rate swaps with short-term repricing characteristics to improve the funding
rate on these borrowings while maintaining the benefits noted above.

As part of our overall approach to enterprise interest rate risk management, we manage potential
impairment in the fair value of MSR and increased amortization levels of MSR by a comprehensive risk
management program. Our intent is to offset the changes in fair value and higher amortization levels of
MSR with changes in the fair value of risk management instruments, which include investment securities,
interest rate contracts and forward purchase commitments. The goal is to offset decreases (increases) in
the fair value of MSR with increases (decreases) in the fair value of the investment securities, interest rate
contracts and forward contracts. The investment securities generally consist of fixed-rate debt securities,
such as agency and treasury bonds and mortgage-backed securities, including principal-only strips. The
interest rate contracts typically consist of interest rate floors, interest rate swaps and receiver (receive-
fixed) swaptions. From time to time, we may choose to embed interest rate floor contracts into our
borrowing instruments, such as repurchase agreements. The forward purchase commitments generally
consist of agreements to purchase 15- and 30-year fixed-rate mortgage-backed securities. We classify the
interest rate contracts and forward commitments used in this strategy as MSR risk management
instruments. The Company has not attempted to achieve hedge accounting treatment under Statement
No. 133 for these instruments.

As derivatives, the interest rate swaps, receiver swaptions, stand alone interest rate floors and forward
purchase commitments are accorded mark-to-market accounting treatment. Changes in the fair value of
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these instruments are recorded as components of non-interest income. For embedded floors with
underlying rates that are below the strike rate of the contract, the resulting settlement income associated
with the embedded floor is recorded as a component of the interest expense on the underlying repurchase
agreement. Since embedded interest rate floor contracts are not considered to be derivatives, their fair
values are not marked-to market through earnings. When a borrowing containing an embedded instrument
is terminated, the resulting gain or loss on the extinguishment of the borrowing is recognized as a
component of non-interest income.

During the fourth quarter, we continued to reduce our holdings of fixed-rate bonds and receiver
swaptions. We increased our holdings of mortgage-backed securities and forward purchase commitments.
At December 31, 2002, we held $6.82 billion of U.S. Government and agency securities and $13.94 billion
of mortgage-backed securities and forward purchase commitments that were designated as MSR risk
management instruments. The increase in mortgage based instruments is intended to reduce the basis risk
that results from variances in the changes in fair value of MSR and the hedging instruments. We acquired
pay-fixed interest rate swaps in the purchase of HomeSide. The current mix of MSR risk management
instruments is intended to enhance the efficiency of our MSR risk management program and to deploy
capital more effectively.

We adjust the mix of instruments used to manage MSR fair value changes as interest rate and market
conditions warrant. The intent is to maintain an efficient and fairly liquid mix as well as a diverse portfolio
of risk management instruments with broad maturity ranges that match the duration of the MSR on an
overall basis. We may elect to increase or decrease our concentration of specific instruments during certain
times based on the slope of the yield curve and other market conditions. We believe this approach will
result in the most efficient strategy. However, our net income could be adversely affected if we are unable
to execute or manage this strategy effectively.

The mix of instruments is predicated, in part, on the requirement of lower of cost or market
accounting treatment for MSR; i.e. each MSR strata is recorded at its fair market value unless the fair
market value exceeds the amortized cost. This could result in increases in the fair value of MSR that are
not marked-to-market through earnings. Therefore, management may elect to decrease the emphasis on
risk management instruments accorded mark-to-market accounting treatment in periods in which the fair
market value of MSR is approaching or exceeds its amortized cost.

We also manage the size and risk profile of the MSR asset. Depending on market conditions and our
desire to expand customer relationships, we may periodically sell or purchase additional servicing. We also
may sell servicing rights and at times structure loan sales to reduce the size of the MSR asset.

We also manage the risks associated with our mortgage warehouse and pipeline. The mortgage
warehouse consists of fixed-rate and, to a lesser degree, adjustable-rate home loans to be sold in the
secondary market. The pipeline consists of commitments to originate fixed-rate and, to a lesser degree,
adjustable-rate home loans to be sold in the secondary market. The risk associated with the mortgage
pipeline and warehouse is the potential change in interest rates between the time the customer locks in the
rate on the loan and the time the loan is sold. This period is usually 60 to 120 days.

To manage the warehouse and pipeline risk, we execute forward sales agreements and option
contracts. A forward sales agreement protects us in a rising interest rate environment, since the sales price
and delivery date are already established. A forward sales agreement is different, however, from an option
contract in that we are obligated to deliver the loan to the third party on the agreed-upon future date. We
also consider the fallout factor, which represents the percentage of loans that are not expected to close,
when determining the appropriate amount of forward sales.

Overall, we believe our risk management program will minimize net income sensitivity under most
interest rate environments. However, the success of this program is dependent on the judgments we make
regarding the direction and timing of changes in interest rates and the amount and mix of risk management
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instruments that we believe are appropriate to manage our interest rate risk. Our net income could be
adversely affected if we are unable to effectively implement, execute or manage this strategy.

January 1, 2003 and January 1, 2002 Sensitivity Comparison

To analyze net income sensitivity, we project net income over a twelve month horizon based on
parallel shifts in the yield curve. Management employs other analyses and interest rate scenarios to
evaluate interest rate risk. For example, we project net income and net interest income under a variety of
interest rate scenarios, including non-parallel shifts in the yield curve and more extreme non-paraliel rising
and falling rate environments. These additional scenarios address the risk exposure over longer periods of
time. They also capture the net income sensitivity due to changes in the slope of the yield curve and
changes in the spread between Treasury and LIBOR rates.

The table below indicates the sensitivity of net income and net interest income to interest rate
movements. The comparative scenarios assume a parallel shift in the yield curve with interest rates rising
or falling in even quarterly increments over the twelve month period ending December 31, 2003 and
December 31, 2002. The analysis assumes increases in interest rates of 200 basis points and decreases of
100 basis points.

Gradual Change in Rates
-100 basis points +200 basis points

Net income change for the one-year period beginning:
January 1, 2003 oo 11.18% 3.90%
January 1, 2002 ..o ettt e 2.19 (2.76)
Net interest income change for the one-year period beginning: '
January 1, 2003 '
January 1, 2002

332 (5.71)
1.47 (5.18)

Net income and net interest income sensitivity changed since year-end 2001 mainly due to increases in
the notional amount of asset/liability risk management instruments, the growth and change in mix of
deposits and changes in the profile of the MSR and MSR risk management instruments. The projected
profile may not be sustainable and may not be present for non-parallel shifts in the yield curve or changes
in the spreads between mortgage, Treasury and LIBOR rates. :

The change in fair value of the MSR is projected to exceed the change in fair value of the MSR risk
management instruments in the +200 basis point scenario, while the change in fair market value of the
MSR risk management instruments is projected to exceed the change in the fair value of the MSR in the
— 100 basis point scenario. The net effect is a favorable impact on net income in the — 100 and +200 basis
point scenarios.

This unusual profile of the MSR portfolio and related risk management instruments is unlikely to
persist for long periods of time as the composition of the MSR portfolio will change due to prepayments
and the addition of new production. In addition, changes in interest rates and or spreads between
mortgage interest rates, Treasury rates or interest rate swaps could modify the profile of the MSR and the
MSR risk management instruments. In addition, the composition of the MSR risk management
instruments may change over time. Management may elect to modify or adjust the MSR risk management
instruments to improve the performance in non-parallel rate movements.

Currently, we project the fair value of the MSR to appreciate more in the rising interest rate scenario
than the deterioration in the fair value in a comparable falling interest rate scenario. This is an inverse
relationship from what we would typically expect, primarily due to the substantial refinancing activity
caused by decreases in mortgage rates over the last two years. Due to the current interest rate environment
and the weighted average coupon rate of our loans serviced for others portfolio, the assumptions for the
valuation of our MSR use a fairly high prepayment rate. Although we project an increase in the
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prepayment rate if interest rates fall further, the change will not be as great as would be expected in a more
typical environment. Conversely, we project that prepayment rates will decrease significantly more if
interest rates rise than would otherwise be expected in a more typical environment. We do not anticipate
that this valuation profile will continue over time.

Net interest income is projected to decline in the +200 basis point interest environment due to
decreases in the net interest margin. The decrease in the margin is somewhat offset by increased balance
sheet growth. The projected decline in the net interest margin results from liability rates repricing faster
than asset yields. The projected balance sheet growth results from a slowdown in prepayments and a shift
to a higher proportion of adjustable rate loans. The slight increase in net interest income sensitivity since
the January 1, 2002 projection is due to slight increases in the sensitivity of deposit rates resulting from the
higher balances and rates paid on interest-bearing checking accounts. Net income is projected to increase
despite the decline in net interest income mainly due to the favorable impact of the MSR and related risk
management instruments as discussed above.

Net interest income is projected to increase in the —100 basis point interest environment due to a
slightly higher net interest margin somewhat offset by a reduction in balance sheet growth. The projected
decline in the growth of the balance sheet results from faster prepayments and an increase in fixed-rate
salable loan production. The projected nominal increase in the net interest margin results from liability
rates repricing faster than asset yields. The increased sensitivity of net interest income since the January 1,
2002 projection is due to slight increases in the sensitivity of deposit rates resulting from the higher
balances and rates paid on interest-bearing checking accounts. Net income is projected to increase by more
than the increase in net interest income mainly due to the favorable impact of the MSR and related risk
management instruments as discussed above.

The projection of the sensitivity of net income requires numerous behavioral assumptions.
Prepayment, decay rate (the estimated runoff of deposit accounts that do not have a stated maturity) and
loan and deposit volume and mix projections are the most significant assumptions. Prepayments affect the
size of the balance sheet, which impacts net interest income, and they are also a major factor in the
valuation of MSR. The decay rate assumptions also impact net interest income by altering the expected
deposit mix and rates in various interest rate environments. The prepayment and decay rate assumptions
reflect management’s best estimate of future behavior. These assumptions are derived from internal and
external analysis of customer behavior.

The sensitivity of new loan volume and mix to changes in market interest rate levels is also projected.
Generally, we assume loan production increases in falling interest rate scenarios with an increased
proportion of fixed-rate production. We generally assume a reduction in total loan production in rising
interest rate scenarios with a shift towards a greater proportion of adjustable-rate production. The gain
from mortgage loans also varies under different interest rate scenarios. Normally, the gain from mortgage
loans increases in falling interest rate environments as higher consumer demand, generated primarily from
high refinancing activity, allows loans to be priced more aggressively. Conversely, the gain from mortgage
loans tends to decline when interest rates increase as loan pricing becomes more competitive, since market
participants strive to retain market share as consumer demand declines.

In addition to gain from mortgage loans, the sensitivity of noninterest income and expense also
involve estimates. The impairment and recovery of MSR is the most significant element of sensitivity in the
projection of noninterest income. The fair value of MSR generally increases as interest rates rise and
decreases as interest rates fall. The analysis assumes the change in the fair value of MSR and the related
risk management instruments is recorded into income and assumes the composition of the MSR risk
management instruments remains fairly constant. This assumption may not be realized. The analysis also
assumes that mortgage and interest rate swap spreads remain constant in all interest rate environments.
Changes in these spreads could result in significant changes in the projected net income sensitivity. For
example, given our current mix of MSR risk management instruments, the projected net income would
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increase if market rates on interest rate swaps decreased by more than the decrease in mortgage rates,
while the projected net income could decline if the rates on swaps increased by more than mortgage rates.
The other components of noninterest income and expense, such as deposit and loan fees and expenses,
generally increase or decrease in conjunction with depositor and loan volumes, although loan servicing fees
and the amortization of MSR are also dependent on prepayment expectations.

Maturity and Repricing Information

We use interest rate risk management contracts as tools to manage interest rate risk. The following
tables summarize the key contractual terms associated with these contracts. Interest rate risk management
contracts that are embedded within certain adjustable and fixed-rate borrowings, while not accounted for
as derivatives under Statement No. 133, have been included in the tables since they also function as
interest rate risk management tools. Substantially all of the pay-fixed swaps, receive-fixed swaps, payor
swaptions, receiver swaptions and embedded derivatives at December 31, 2002 are indexed to three-month
LIBOR with the primary exception of a $3.00 billion notional amount of MSR risk management floors
which are indexed to the 10-year constant maturity swap.
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The following estimated net fair value amounts have been determined by the Company using available
market information and appropriate valuation methodologies:

December 31, 2002
Maturity Range

Gress
Net Positive  Total
Fair Fair  Notional After
Value  Value Amount 2003 2004 2005 2006 2007 2007
(dollars in milliens)
Interest Rate Risk Management Contracts:
Asset/Liability Management
Pay-fixed SWADS: ....oouevricreemmmnciecisennrrseniecas $(1,143) $ -
Contractual maturity $ 29,742 $ 8416 $8,834 $3210 $4,709 $3,700 $ 873
Weighted average pay rate.........ccccounnee. 392% 292% 4.03% 4.09% 439% 5.02% 4.68%
Weighted average receive rate................ 1.56% 156% 153% 157% 158% 1.66% 1.37%
Receive-fixed swaps: ....ooovvcerinnen 591 591
Contractual maturity............ $ 5905 $ 825 $ 200 $ 530 $1,000 - $3,350
Weighted average pay rate...... 139% 121% 1.65% 090% 1.40% - 1.49%
Weighted average receive rate... 581% 540% 6.75% 537% 6.81% 5.62%
Interest rate caps/corridors: ........ - -
Contractual maturity............ $ 526 $ 271 $ 191 % o4 - - -
Weighted average strike rate... . 7.61% 7.62% 8.14% 594% - - -
Payor swaptions: .......cccccvmveninniiciennns - -
Contractual maturity (Option).........ccee.e.. $ 5,000 $ 5,000 - - - - -
Weighted average strike rate... 6.12% 6.12% - - - - -
Contractual maturity (swap) ... - - - - $1,000 $ 750 $3,250
Weighted average pay rate...... - - 6.05% 6.26% 6.11%
Embedded pay-fixed swaps: . (207) -
Contractual maturity............ $ 2,750 - - - - $2,750 -
Weighted average pay rate......... 4.73% - - - 4.73% -
Weighted average receive rate 1.74% - - - 1.74% -
Embedded caps:.......cccooncinnnnnnccnninn, - -
Contractual maturity.....oocociceeeecierrnenrienne $§ 641 3 141 $ 500 - - -
Weighted average strike rate... 7.64% 1.25% 175% - - - -
Embedded payor swaptionsV: .... 4 4
Contractual maturity (option). $ 6,400 § 590 $ 500 - - -
Weighted average strike rate... 60.14% 613% 6.21% - - -
Contractual maturity (swap) ... - - - $3,750 - $2,650
Weighted average pay rate..........ccovurns - - - - 5.99% - 6.34%
Total interest rate contracts................. (755) 595 § 50,964
Forward purchase commitments: 101 101
Contractual maturity................ $ 10,193 $10,193 - - -
Weighted average price .... 102.38  102.38
Forward sales commitments: (662) 1
Contractual maturity......... $ 41,238 $41,238 - - - - -
Weighted average price 10234 102.34
Mortgage put options:...... 7 7
Contractual Maturity..........ccecrrcemriviaernrnnns $ 7,150 $ 7,150 - - - - -
Weighted average strike price........cc.oo.. 99.28 99.28
Total asset/liability management........... $(1,309) $704  $109,545

() Embedded interest rate swaptions are exercisable upon maturity.

(This table is continued on next page)
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(Continued from previous page)

December 31, 2002

Maturity Range

Gross
Net  Positive  Total
Fair Fair  Notional After
Value Value Amount 2003 2004 2005 2006 2007 2007
(dollars in millions)
Interest Rate Risk Management Contracts:
MSR Risk Management
Pay-fiXed SWaPS:....cvcvrerrieereeemreisrenicereesenennans $ (50) 8 -
Contractual maturity.......... $ 2903 - - - - $1,950 § 953
Weighted average pay rate 3.77% - - - - 341% 4.52%
Weighted average receive rate ........ocveenenee. 1.41% - - - - 140% 1.42%
Receive-fixed swaps: ........c.cooenene. 2,176 2,176
Contractual maturity ......... $ 17,915 - $561 % 500 $700 $1,250 $14,904
Weighted average pay rate 1.57% - 1.80% 141% 142% 150% 1.58%
Weighted average receive rate 5.65% - 435% 4.54% 531% 433% 586%
Floors®: e 249 249
Contractual maturity ............. $ 3,900 - - - - $3,900 -
Weighted average strike rate 6.09% - - - - 6.09% -
Receiver swaptions:......c.cvvvvvccnmnnicrcrennriennns 415 415
Contractual maturity (option). $ 4,000 $ 300 $800 $2,900 - - -
Weighted average strike rate... 621% 542% 5.73% 6.43% - - -
Contractual maturity (SWap)........ooevenne - - - - - - $ 4,000
Weighted average pay rate ... - - - - - - 6.21%
Total interest rate contracts.... 2,790 2,840 $ 28,718
Forward purchase commitments: 236 236
Contractual maturity ............. $ 13,250 $13,250 - - - - -
Weighted average price........ccovviriiniinnne 100.35  100.35
Total MSR risk management.....c...couovee. $3,026  $3,076 $ 41,968
Total interest rate risk management
[0) 10 &Y vt - SO OORROU $1,717 $3,780 $151,513

&3]

At December 31, 2002, none of these floors were effective. These contracts will become effective during May and July 2003.
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December 31, 2001
Maturity Range

Gross
Net  Positive Total
Fair Fair Notional After

Value  Value Amount 2002 2003 2004 2005 2006 2006
(dollars in millions)

Interest Rate Risk Management Contracts:
Asset/Liability Management

Pay-fixed SWaps: ..o $9 § 9%
Contractual maturity .......... $12,905 § 2,914 $2,036 $2534 $ 30 $4,448 § 943
Weighted average pay rate 4.82% 6.09% 378% 4.63% 715% 4.39% 5.58%
Weighted average receive rate 2.18% 221% 223% 221% 211% 220% 1.75%
Receive-fixed swaps:.................. 224 230
Contractual maturity .......... $3627 § 40 $ 120 - % 560 $1,005 $1,902
Weighted average pay rate 205%  211% 1.95% - 189% 2.01% 213%
Weighted average receive rate................ 6.63%  7.17% 5.55% - 548% 681% 694%
Interest rate caps/collars/corridors: . - -
Contractual maturity ................. $ 835 § 380 $ 214 § 191 - 335
Weighted average strike rate ..........co.c... 7.59% 747% 7.86% 8.14% - 5.25%

Payor swaptions: .........c.cmviciinnineon 119 119
Contractual maturity (option)...
Weighted average strike rate....
Contractual maturity (swap) .....
Weighted average pay rate....

$ 5500 $ 3500 $5000 - - - -
6.11% 6.04% 6.12% - - -
- - - - - $1,000 $4,500

- - - - 6.05% 6.12%

Embedded caps: .....cccorurrnne 2 2
Contractual maturity ............. $ 69 - $ 19 § 500 - - -
Weighted average strike rate .... 7.60% - 7.25% 7.75% - - -
Embedded payor swaptions(":...... 136 136 ‘
Contractual maturity (option)... $ 5,900 - $5,900 - - - -
Weighted average strike rate .... 6.13% - 6.13% - - - -
Contractual maturity (swap) ..... - - - - - $3,750 $2,150
Weighted average pay rate........ - - - - - 599% 6.37%
Total interest rate contracts .. 472 583 $29,463
Forward purchase commitments:.. (15) 2
Contractual maturity ........ccc.c.... $ 3,443 § 3,443 - - - - -
Weighted average price.......ooocvvninnnns 96.99 96.99
Forward sales commitments: ............cou..... 289 312
Contractual maturity ....... $29,784 329,784 - - - - -
Weighted average price... 98.33 98.33
Mortgage put Options:........ccoovvereieienininnns 19 33
Contractual Maturity .......cccevcremrerrvvanens $ 4900 § 4,900 - - - - -
Weighted average strike price..........oo.... 98.46 98.46
Total asset/liability management ......... 8765 $ 930  $67,590
MSR Risk Management
Embedded floors?:.........coovecriierininernans $142  § 142
Contractual maturity .......... $ 2,300 - - - $2,300 - -
Weighted average strike rate..... 5.12% - - - 512% - -
Total MSR risk management .............. $142  § 142§ 2,300
Total interest rate risk
management CONLracts .......ocovenne $907  $1,072  $69,890

|
|

() Embedded interest rate swaptions are exercisable upon maturity.

@ At December 31, 2001, $1.8 billion of these contracts were effective. Contractual start dates for the remaining floors began on
September 15, 2002. Once effective, the floors reprice every three months.

An additional risk that arises from our interest rate risk management contracts is counterparty credit
risk. These activities generally involve an exchange of obligations with another financial institution,
referred to in such transactions as a “counterparty.” If a counterparty were to default, we could potentially
be exposed to financial loss. In order to minimize this risk, we evaluate all counterparties for financial
strength on at least an annual basis, then establish exposure limits for each counterparty. All of the
counterparty credit risk associated with interest rate risk management contracts is with counterparties
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rated A or better by Standard & Poor’s at December 31, 2002, and we monitor our exposure and collateral
requirements on a daily basis.

Gap Report

A historical view of interest rate sensitivity for savings institutions is the gap report, which indicates
the difference between assets maturing or repricing within a period and total liabilities maturing or
repricing within the same period. In assigning assets to maturity and repricing categories, we consider
expected prepayment speeds and amortization of principal rather than contractual maturities. The analysis
excludes reinvestment of cash. Prepayment assumptions are based on internal projections based on an
analysis of market prepayment estimates and past experience with our current loan and mortgage-backed
securities portfolios. The majority of our transaction deposits are not contractually subject to repricing.
Therefore, these instruments have been allocated based on expected decay rates. Certain transaction
deposits that reprice based on a market index or which typically have frequent repricing intervals are
allocated to the repricing or maturity buckets based on the expected repricing period. Non-rate sensitive
items such as the reserve for loan losses, mark-to-market adjustments, premiums and discounts and
deferred loan fees/costs are not included in the table. Loans held for sale are included in the 0-3 months
category, provided that these instruments are offset with forward commitments to sell loans. In addition,
MSR interest rate risk management contracts are excluded from the analysis.

The gap information is limited by the fact that it is a point-in-time analysis. The data reflects
conditions and assumptions as of December 31, 2002. These conditions and assumptions may not be
appropriate at another point in time. The analysis is also subject to the accuracy of various assumptions
used, particularly the prepayment and decay rate projections, the expected repricing period of certain
deposits and the allocation of instruments with optionality to a specific maturity category, especially
interest rate contracts. Consequently, the interpretation of the gap information is subjective.
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December 31, 2002
Projected Repricing

0-3 months  4-12 months  1-5 years  Thereafter Total
(dollars in millions)

Interest-Semsitive Assets

Adjustable-rate 10ansM).........ccovvverrirrnrecrneeininreerrersmennne $ 74,144 $26,009 $26,157 § 127 $126,437
Fixed-rate 10ans™M ........coveeivirververicnnneinenseensenrenees 11,622 11,583 22,196 4,494 49,895
Adjustable-rate securities™® ...........coereerieeernrncenens 27,190 300 108 - 27,598
Fixed-rate securities™) ........cocovrrrrreercrrncrmvennensenesenenns 494 1,296 3,190 13,622 18,602
Cash and cash equivalents, federal funds sold and

securities purchased under resale agreements.......... 9,223 - - - 9,223

$122,673 $39,188 $ 51,651  § 18,243 §231,755

Imterest-Sensitive Liabilities

Noninterest-bearing deposits® ........covveversrrrrrrsreconnnns $ 2,238 $ 5,936 $ 18262 $ 11,079 §$ 37515
Interest-bearing checking accounts, savings accounts
and money market deposit accounts® ...........ccocvrnnn. 20,998 14,413 30,980 17,842 84,233
Interest-bearing time deposit accounts .......cecevvvvereennne 9,357 13,441 10,129 840 33,767
Short-term and adjustable-rate borrowings .................. 56,193 1,901 - 195 58,289
Long-term fixed-rate borrowings.......c....c.cvcevvverecrriennecas 5,168 5,691 9,112 6,324 26,295
Derivatives matched against liabilities .............cccouenei. (23,359) (6,536) 26,472 3,423 -
$ 70,595 $34,846 $ 94955 $39,703  $240,099
REPTICING ZAP -ovevvvverenmriiremieienetreere s ereereveresereinnns $ 52,078 $ 4,342 $(43,304) $(21,460) § (8,344)
CUMUIAtive AP v et s $ 52,078 $56,420 $13,116 § (8,344) § (8,344)
Cumulative gap as a percentage of total assets ........... 19.41% 21.03% 4.89% (B.1H)% 3.11H%
TOLAl @SSELS...eevierrriericrerriieeeerrereetnirescreseeareassaenees M

(' Based on scheduled maturity or scheduled repricing and estimated prepayments of principal.
@ Includes investment in FHLBs.
©® Based on projected decay rates and/or repricing periods for checking, savings and money market deposit accounts.

Recently Issued Accounting Standards

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“Statement™) No. 143, Accounting for Asset Retirement Obligations. Statement
No. 143 addresses the accounting and reporting for obligations associated with the retirement of tangible,
long-lived assets. The Statement became effective January 1, 2003 and did not have a material impact on
the results of operations or financial condition of the Company.

In June 2002, the FASB issued Statement No. 146, Accounting for Costs Associated with Exit or
Disposal Activities. This Statement requires that a liability for costs associated with an exit or disposal
activity be recognized when the liability is incurred and be measured at fair value and adjusted for changes
in estimated cash flows. Existing generally accepted accounting principles provide for the recognition of
such costs at the date of management’s commitment to an exit plan. Under Statement No. 146,
management’s commitment to an exit plan would not be sufficient, by itself, to recognize a liability. The
Statement is effective for exit or disposal activities initiated after December 31, 2002 and did not have a
material impact on the results of operations or financial condition of the Company.

In November 2002, the FASB issued Interpretation No. 45 (“FIN 45), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which
expands on the accounting guidance of Statements No. 5, 57, and 107 and incorporates without change the
provisions of FASB Interpretation No. 34, which is being superseded. This Interpretation requires a
guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. In addition, guarantors are required to make significant new
disclosures, even if the likelihood of the guarantor making payments under the guarantee is remote. The
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Interpretation’s disclosure requirements are effective for the Company as of December 31, 2002. The
recognition requirements of FIN 45 are to be applied prospectively to guarantees issued or modified after
December 31, 2002. Significant guarantees that have been entered into by the Company are discussed in
Note 14 to the Consolidated Financial Statements — “Commitments, Guarantees and Contingencies.”

In December 2002, the FASB issued Statement No. 148, Accounting for Stock-Based Compensation —
Transition and Disclosure, which amends Statement No. 123. This Statement provides alternative methods
of transitioning, on a voluntary basis, from the intrinsic value-based method of accounting prescribed by
Accounting Principles Board (“APB”") Opinion No. 25, Accounting for Stock Issued to Employees, to the fair
value-based method of accounting for stock-based employee compensation, Effective January 1, 2003 and
in accordance with the transitional guidance of Statement No. 148, the Company elected to prospectively
apply the fair value method of accounting for stock-based awards granted subsequent to December 31,
2002, Options granted prior to January 1, 2003 and not modified after January 1, 2003, will continue to be
accounted for under APB Opinion No. 25, and the pro forma presentation of what the impact to the
financial statements would be if these options were accounted for on the fair value basis will continue to be
disclosed in the Notes to Consolidated Financial Statements until the last of those options vest in 2005.
The Company expects that accounting for its 2003 stock option grants at fair value will have no material
impact to the 2003 financial statements, assuming the 2003 options are granted under similar terms and
timelines as the options that were granted in 2002. Under these same assumptions, the annual impact is
expected to increase to approximately $0.05 per share in 2004. The actual impact per diluted share may
vary in the event the fair value or the number of options, or the timing of the issuance of the options
change from the current estimate, or if the current accounting guidance changes.

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46”), Consolidation of Variable Interest
Entities. The objective of this interpretation is to provide guidance on how to identify a variable interest
entity and determine when the assets, liabilities, noncontrolling interests and results of operations of a
variable interest entity need to be included in a company’s consolidated financial statements. A company
that holds variable interests in an entity will need to consolidate the entity if the company’s interest in the
variable interest entity is such that the company will absorb a majority of the variable interest entity’s
expected losses and/or receive a majority of the entity’s expected residual returns, if they occur. The
provisions of this interpretation became effective upon issuance. As of December 31, 2002, the Company
had variable interests in securitization trusts, which are discussed in Note 5 to the Consolidated Financial
Statements — “Mortgage Banking Activities.” These trusts are qualifying special-purpose entities, which
are exempt from the consolidation requirements of FIN 46. The Company reports its rights and obligations
related to these qualifying special-purpose entities according to the requirements of Statement No. 140.
See Note 1 to the Consolidated Financial Statements — “Summary of Significant Accounting Policies.” The
Company has not identified any unconsolidated investments in other variable interest entities besides
qualifying special-purpose entities.

Tax Contingency

From 1981 through 1985, Ahmanson acquired thrift institutions in six states through Federal Savings
and Loan Insurance Corporation-assisted transactions. The position was that assistance received from the
Federal Savings and Loan Insurance Corporation included out-of-state branching rights valued at
approximately $740 million. Prior to December 31, 1998, Ahmanson had sold its deposit-taking businesses
and abandoned such branching rights in five states, the first of which was Missouri in 1993. Our financial
statements do not contain any benefit related to our determination that we are entitled to a deduction for
the amount of our tax bases in certain state branching rights when we sold our deposit-taking businesses in
those states, thereby abandoning such branching rights. Our position is that the tax bases result from the
tax treatment of property received as assistance from the Federal Savings and Loan Insurance Corporation
in conjunction with Federal Savings and Loan Insurance Corporation-assisted transactions. The potential
tax benefit related to these abandonments as of December 31, 2002 could approach $270 million.
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The Internal Revenue Service has completed its examination of the Ahmanson federal income tax
returns for the years 1990 through 1993. The return for 1993 included the proposed adjustment related to
the abandonment of the Missouri branching rights. A tentative settlement was reached with the Appeals
Branch level of the IRS and it is currently under review by the Joint Committee on Taxation. In accordance
with accounting principles generally accepted in the United States of America, we do not believe it is
appropriate at this time to reflect any tax benefits in our financial statements.

In addition, losses have been claimed for amounts capitalized as supervisory goodwill for acquisitions
made by companies we acquired. The deductions claimed for these total $1,306 million. Our position is
that tax bases resulted from the tax treatment of property received as assistance from the Federal Savings
and Loan Insurance Company in the same manner as branching rights, and that the tax bases became
deductible losses by virtue of new regulatory standards imposed by Congress. The potential tax benefit
related to these assets as of December 31, 2002 could approach $520 million.

The Internal Revenue Service has established a coordinated position opposing the deductibility of Tax
loss for supervisory goodwill. Further review by the IRS Appeals is expected regarding the position and
arguments for deduction of the losses incurred. In accordance with generally accepted accounting
principles, we do not believe it is appropriate at this time to reflect any tax benefits for these matters in our
financial statements.

Goodwill Litigation

On August 9, 1989, the Financial Institutions Reform, Recovery and Enforcement Act was enacted.
Among other things, the Act raised the minimum capital requirements for savings institutions and required
a phase-out of the amount of supervisory goodwill that could be included in satisfying certain regulatory
capital requirements. The exclusion of supervisory goodwill from regulatory capital led many savings
institutions to either replace the lost capital by issuing new qualifying debt or equity securities or to reduce
assets.

To date, trials have been concluded and opinions have been issued in a number of actions in the
United States Court of Federal Claims in which savings institutions and investors in savings institutions
sought damages from the U.S. Government based on breach of contract and other theories. Generally, in
cases in which these opinions on the merits have been issued by the federal claims court, either the
plaintiff(s), the defendant (U.S. Government), or both the plaintiff(s) and the defendant, have opted to
appeal the federal claims court’s decision. Cf those appeals, some are now pending before the United
States Court of Appeals for the Federal Circuit and others have been decided. Generally, the appeals have
resulted in the cases being remanded to the federal claims court for further trial proceedings. In one case,
California Federal Bank v. United States, the plaintiff petitioned and the defendant cross petitioned the
United States Supreme Court for a writ of certiorari, both of which were denied.

Home Savings

WMBFA, as successor to Home Savings, has continued to pursue a favorable outcome in the lawsuit
filed by Home Savings in September 1992 against the U.S. Government for damages from the exclusion
from regulatory capital of supervisory goodwill resulting from Home Savings’ acquisitions of savings
institutions in Florida, Missouri, Texas, Illinois, and Chio, and of Century Federal Savings of New York,
over the period from 1981 to 1985. As of August 31, 1989, Home Savings possessed approximately
$460 million in unamortized supervisory goodwill from these acquisitions.

In the Home Savings goodwill litigation, Home Savings and Ahmanson (the parent of Home Savings
prior to its acquisition by WMBFA) alleged breaches of contract as well as certain other claims arising
from facts substantially identical to those giving rise to the breaches of contract.

On May 18, 2001, the federal claims court issued an opinion holding the U.S. Government liable for
breaches of the contracts which permitted Home Savings to count supervisory goodwill toward regulatory
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capital requirements in regard to all of the supervisory acquisitions of savings institutions in the states of
Florida, Missouri, Texas, and Illinois, and in regard to the acquisition of Century Federal Savings of New
York. The federal claims court’s opinion further holds the U.S. Government liable for breach of the
contract which permitted Home Savings to count supervisory goodwill toward regulatory capital in regard
to one of the five savings institutions that Home Savings acquired in the state of Ohio. The federal claims
court held that the U.S. Government was not liable for any breach of contract in regard to the other four
savings institutions in Ohio which Home Savings had acquired. Of the approximately $34 million in
goodwill Home Savings had as of August 31, 1989 from the Ohio institutions, approximately $3 million
resulted from the acquisition that the federal claims court found gave rise to a contract.

On January 16, 2002, the federal claims court issued an opinion dismissing the remaining claims of
Home Savings other than those for breach of contract. In the same opinion, the federal claims court
denied a motion by the United States for summary judgment with respect to damages resulting from the
U.S. Government’s breaches of contract. A trial on the issue of damages on the contract claims began on
February 3, 2003 and concluded on February 25, 2003. Post-trial briefs from the parties related to some of
the issues raised at the trial are due on March 21, 2003. As yet, there has been no determination as to the
amount of any damages, if any, that Home Savings may be entitled to recover in compensation for the U.S.
Government’s breaches. Substantially, all issues determined by the federal claims court remain subject to
appeal to the United States Court of Appeals for the Federal Circuit.

American Savings Bank, FA.

In December 1992, American Savings Bank, Keystone Holdings and certain related parties brought a
lawsuit against the U.S. Government, alleging, among other things, that in connection with the acquisition
of American Savings Bank they entered into a contract with agencies of the United States and that the U.S.
Government breached that contract. As a result of the Keystone acquisition, we succeeded to all of the
rights of American Savings Bank, Keystone Holdings and such related parties in such litigation and will
receive any recovery from the litigation.

In connection with the Keystone acquisition, we placed 8 million shares of our common stock into an
escrow. As of December 19, 2002, as a result of stock splits, there were 18 million shares in the escrow.
Under the escrow arrangement, upon our receipt of net cash proceeds from a judgment in or settlement of
the litigation, all or part of the escrow shares were to be released, 64.9% to investors in Keystone Holdings
or their assigns, and 35.1% to the FDIC as manager of the Federal Savings and Loan Insurance
Corporation Resolution Fund or its assigns. The number of escrow shares to be released was to be equal to
the case proceeds, reduced by certain tax and litigation-related costs and expenses, divided by $18.4944.
The escrow would by its terms automatically expire on December 20, 2002, absent the occurrence of
certain circumstances that would extend it.

On December 23, 2002, we notified the escrow agent that the escrow had expired and instructed the
escrow agent to return to us the 18 million shares of our common stock held in escrow, together with the
cash which had been earned as a result of dividends paid on those shares and the investment of the
dividends. The Keystone Holdings’ investors and the FDIC objected to such release, contending, among
other matters, that the circumstances that would extend the escrow had occurred. We disagree with their
contention.

The Company, the Keystone Holdings’ investors and the FDIC have been in discussions about a
possible resolution of their disagreement relating to the escrow. To facilitate such discussions, the parties
have agreed that for an interim period they will not initiate any litigation relating to the escrow and that, as
of each month end during the interim period, we will be entitled to have 225,000 shares returned to us
from the escrow together with dividends and investment earnings attributable to those shares. The interim
period is currently scheduled to end after we receive the shares (and related dividends and earnings) we
are entitled to request on April 30, 2003. We have already received a total of 450,000 shares and
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$2.3 million in cash with respect to the requests we were entitled to make on January 31, 2003, and on
February 28, 2003.

Coast Savings Financial, Inc. and Bank United Corp.

Prior to their acquisitions, Coast Savings Financial, Inc. and Bank United had similar lawsuits against
the U.S. Government., Generally, securities representing interests in these lawsuits were issued to Coast
Savings Financial, Inc. and Bank United shareholders. These securities, called contingent payment rights
certificates, are currently traded on the NASDAQ Stock Market under the symbols CCPRZ and BNKUZ,
respectively. We do not own a significant number of these securities.

Dime Bancorp, Inc.

In January 1995, Anchor Savings Bank FSB, filed suit against the U.S. Government for unspecified
damages involving supervisory goodwill related to its acquisition of eight troubled savings institutions from
1982-1985, Four of the acquisitions involved financial assistance from the U.S. Government, and four did
not. The Dime Savings Bank of New York, FSB acquired Anchor Savings Bank shortly after the case was
brought and Dime Savings Bank assumed the rights under the litigation against the government. Dime
Bancorp distributed a Litigation Tracking Warrant (an “LTW”) for each share of its common stock
outstanding on December 22, 2000 to each of its shareholders on that date. In January 2002, Dime Savings
Bank and Dime Bancorp merged into Washington Mutual Bank, FA and the Company. As a result of these
mergers, we assumed the litigation against the government and the LTWs are now exercisable for shares of
our common stock. For additional information concerning the Dime goodwill litigation and the LTWs, see
the Company’s Current Report on Form 8-K, dated March 12, 2003, File No. 001-14667.

Financial Statements and Supplementary Data
For financial statements, see Index to Consolidated Financial Statements on page 75.
Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

PART Iil

Items 10, 11, 12, and 13 are incorporated by reference from our definitive proxy statement issued in
conjunction with our Annual Meeting of Shareholders to be held April 15, 2003. Certain information
regarding our principal officers is set forth in “Business — Principal Officers.”
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PART IV

Exhibits, Financial Statement Schedules and Reperts on Form 8-K
(a) (1) Financial Statements
See Index to Consolidated Financial Statements on page 75.
(2) Financial Statement Schedules

All financial statement schedules are omitted because they are not applicable or not required, or
because the required information is included in the Consolidated Financial Statements or the Notes
thereto.

(b) Reports on Form 8-K:
Washington Mutual filed the following reports on Form 8-K during the fourth quarter of 2002:

1. Report filed on October 15, 2002. Items included: Item 5. Other Events, and Item 7. Financial
Statements and Exhibits. The report included a press release announcing Washington Mutual’s
third quarter 2002 financial results and unaudited consolidated financial statements for the nine
months ended September 30, 2002.

2. Report filed on November 21, 2002. Items included: Item 7. Financial Statements and Exhibits.
The repoit included an Underwriting Agreement dated November 21, 2002 between Washington
Mutual, Inc. and The Bank of New York, as trustee, for the Company to issue Senior Debt
Securities totaling $750 million and bearing a fixed rate of 4.375%. The notes are due on
January 15, 2008.

3.  Report filed on December 5, 2002. Items included: Item 9. Regulation FD Disclosure. The report
included slides that may be used by Washington Mutual, Inc. in various presentations to investors.

4. Report filed on December 11, 2002. Items included: Item 9. Regulation FD Disclosure. The
report included a presentation made by Kerry K. Killinger, Chairman, President and Chief
Executive Officer and other officers of Washington Mutual, Inc. at the fourth quarter 2002
Investor Day.

(c) Exhibits:
The exhibits filed as part of this report and exhibits incorporated herein by reference to other

documents are listed in the Index of Exhibits to this Annual Report on Form 10-K (pages E-1 through
E-9).
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Signatures

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the Company has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on
March 13, 2003.

WASHINGTON MUTUAL, INC.

/s/ KERRY K. KILLINGER

Kerry K. Killinger
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Company and in the capacities indicated on March 13,

2003.

/s/ KERRY K. KILLINGER

/s/ THOMAS W. CASEY

Kerry K. Killinger

Chairman, President and Chief Executive Officer;

Director (Principal Executive Officer)

/s/ DOUGLAS P. BEIGHLE

Douglas P. Beighle
Director

/s/ ANNE V. FARRELL

Thomas W. Casey
Executive Vice President and
Chief Financial Officer (Principal Financial Officer)

/s/ ROBERT H. MILES

Robert H. Miles
Senior Vice President and Controller (Principal
Accounting Officer)

/s/ WILLIAM G. REED, JR.

Anne V. Farrell
Director

/s/ STEPHEN E. FRANK

William G. Reed, Jr.
Director

/s/ ELIZABETH A. SANDERS

Stephen E. Frank
Director

/s/ PHILLIP D. MATTHEWS

Elizabeth A. Sanders
Director

/s/ WILLIAM D. SCHULTE

Phillip D. Matthews
Director

/s/ MICHAFL K. MURPHY

William D. Schulte
Director

/s/ JAMES H. STEVER

Michael K. Murphy
Director

/s/ MARGARET OSMER-MCQUADE

James H. Stever
Director

/s/ WILLIS B. WooD, JR.

Margaret Osmer-McQuade
Director

/s/ MARY E. PUGH

Mary E. Pugh
Director

Willis B. Wood, Jr.
Director

72




CERTIFICATIONS

I, Kerry K. Killinger, certify that:

1.
2.

Date:

I have reviewed this annual report on Form 10-K of Washington Mutual, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent
gvaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors
(or persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could

' adversely affect the registrant’s ability to record, process, summarize and report financial
data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective
action with regard to significant deficiencies and material weaknesses.

March 14, 2003 /s/ KERRY K. KILLINGER

Kerry K. Killinger
Chairman, President and Chief Executive Officer
of Washington Mutual, Inc.
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I, Thomas W. Casey, certify that:
1. T have reviewed this annual report on Form 10-K of Washington Mutual, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations
and cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors
(or persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controis which could
adversely affect the registrant’s ability to record, process, summarize and report financial
data and have identified for the registrant’s auditors any material weaknesses in internal
controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and [ have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect
internal controls subsequent to the date of our most recent evaluation, including any corrective
actions with regard to significant deficiencies and material weaknesses.

Date: March 14, 2003 /s/ THOMAS W. CASEY

Thomas W. Casey
Executive Vice President and Chief Financial Officer
of Washington Mutual, Inc.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders
of Washington Mutual, Inc.;

We have audited the accompanying consolidated statements of financial condition of Washington
Mutual, Inc. and subsidiaries (the Company) as of December 31, 2002 and 2001, and the related
consolidated statements of income, stockholders’ equity and comprehensive income, and of cash flows for
each of the three years in the period ended December 31, 2002. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
condition of Washington Mutual, Inc. and subsidiaries as of December 31, 2002 and 2001, and the results
of their operations and their cash flows for each of the three years in the period ended December 31, 2002,
in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of
Financial Accounting Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended, on January 1, 2001; SFAS No. 142, Goodwill and Other Intangible Assets, on
January 1, 2002; and SFAS No. 147, Acquisitions of Certain Financial Institutions, on October 1, 2002.

Seattle, Washington
February 18, 2003
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

2002 2001 2600
(in millions, except per share
amounts)
Interest Income
L0ANS NELA FOT SALE..v.iuioeirirerrrrens s et n e steb bt ra e b scareses s et sbe bt s ssebebessteasresessssrares $ 1,724 0§ 1,203 § 201
Loans held in portfolio ..... 9,252 10,030 9,187
Available-for-sale securities ............... e eeare e e e eyt e b et e anbe et e i ta e b e sa s e e neestaeeabarrarsreanre s 2,959 3,573 2,811
Held-to-maturity securities......c.......... OO OO O RO PPTO - - 1,319
Other interest and dividend INCOME......c...ooviciniiiiiiiinii e 312 259 265
TOtal INTETESE INMCOIMIE ...veiveietiiveereiseete e s ee e erreereeeseesseeebeesbee b estneesaeestearbrerbesnseenssseteensnenses 14,247 15,065 13,783
Interest Expense
DIEPOSIES. ... vttt bbb ren e 2,668 3,094 3,290
Borrowings.... 3,238 5,095 6,182
Total interest expense 5,906 8,189 9,472
INEL INTETESE IMCOMIE .vuvitiveeeiseicirririesietes e tisseesaesesaesae s beseasbaesierassressstasssssntenssessesssennrsessrnsarns 8,341 6,876 4,311
Provision for 10an and 188Se 10SSES....c.iiioiiiceiciecinnreceicenren st erarr e nae oo tenn e 595 575 185
Net interest income after provision for loan and 1ease 10SSES. ... ereiiiirnrecenmearieiceneaenes 7,746 6,301 4,126
Noninterest Income
Home loan mortgage banking income (expense):
L0an SEIVICING FEES .vveviiieiiienriciri et ebe e st ee e s es e e tame bbb ebn s e 2,237 1,375 295
Amortization of mortgage servicing rights.. (2,616) (1,054) (133)
Impairment adjuStMent ....ovvceveerimiiinceriee e necsnsseecenereressecens (3,219 (1,701) “)
Revaluation gain from derivatives........occeeriiveiiininn, , - -
Net settlement income from certain interest-rate swaps ... 382 - -
Gain from mortgage loans.......cccoviinici, 1,280 963 262
Other home loan mortgage banking income, net. 350 134 18
Total home loan mortgage banking income (expense)... 931 (283) 433
Depositor and other retail banking fees.. 1,634 1,290 976
Securities fees and commissions........... 362 303 318
Insurance inCome......c....cccveurrenn. 177 100 49
Portfolio loan related INCOME ...covmneeiiiic e 349 193 82
Gain (loss) from other available-for-sale securities ........coocoivcnrniciiinnicicniiinicnnne. 768 600 4)
Gain on extinguishment of securities sold under agreements to repurchase.. 282 621 -
OHET IICOME ... ceiviiiitereceeicinritrercrre et et cceenn s er et e s e s e can e b b e e en e s e st st saes s et saam e s nentesesebenens 287 424 130
TOtal NONMINTETESE INCOMIE ...ccvierviisiieiterre it eereert et ieaeesreetteesreeresasbeesseersaessessseasesseresnsessseersensns 4,790 3,248 1,984
Noninterest Expense
Compensation and DENEfitS....c...covvvrrereir i cn e 2,899 1,924 1,348
Occupancy and EQUIPIMENT....cccviiieriiiereer et rese e b et e b e 1,153 804 604
Telecommunications and outsourced information services 524 441 323
Depositor and other retail banking l0sses..........c.coecernnene. 204 144 105
Amortization of goodwill ... - 139 83
Amortization of other intangible assets.......ccooovvirirricciannnn 67 33 23
Professional fees ......coovovecvermvcicnnnencs 208 201 101
Advertising and promotion .. 246 185 132
Other expense.......oeeeeiivenurnns 1,081 746 407
TOtal NONINTETESE EXPEIISE .. e.evuerrirtinresreririeiairsiceresresesteanstesestastesenatestessstenterensebest et aseanesssaseasass 6,382 4,617 3,126
INCOME DEfOre INCOME TAXES vvovvicvieierietiierie et ctee it ee b en e srseteeebre e e st e srssebeenbaesessansetesneess 6,154 4,932 2,984
TIICOIMIE LAXES 1ovvevriirerieeirtirreiscreeentotesteeseeseeate st aresaeesaebtstesaases et e sabeesseseaasshe b ensasssasersnsssansnsnnanrssnnnansas 2,258 1,818 1,085
INEE TIICOMIE .ottt e e e ettt te e et eest e s et aas e e et amenreosenaennbasseneensrarentssseseneneanreessoresnaass $ 389% § 3114 $ 1,899
Net Income Attributable to CommOR StOCK.........cooviiiieiiiiicreciei e et $ 35891 §$ 3,107 $ 1,899
Net income per common share:
BSIC ettt et ettt s R R e a ekttt e e s $§ 412 § 365 § 237
DHIULEA. ot eb e e et 4.05 3.59 2.36
Dividends declared per cCOMMON ShATE........ccuneccrininiennrercnrrnc s s 1.06 0.90 0.76
Basic weighted average number of common shares outstanding (in thousands)... 943,905 850,245 801,262
Diluted weighted average number of common shares outstanding (in thousands) ............cc.... 960,152 864,658 804,695

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31,

2002 2001
(doliars in millions)
Assets
Cash and cash eqQUIVAIENTS .....c.ecvcivreeie i ettt erest e traree e ea st srasassesssens $ 7208 $ 3,563
Federal funds sold and securities purchased under resale agreements................. 2,015 2,481
Awvailable-for-sale securities, total amortized cost of $42,592 and $58,783:
ENCUIMDETEA ... vt crr e et et st eabe s e sbe e sae e e s eabssessneesares 16,695 38,649
85015 0T 191 753 o= o RER TP P TS UR SRR 27,277 19,700
43,972 58,349
L0ans held fOr SAle.......ooiiiiii et et snre b 33,996 26,582
Loans held in portfolio ..o s 147,528 130,251
Allowance for loan and lease 10SS€S .....c...ccviveeniiiiriniiii e (1,653) (1,404)
Total loans held in portfolio, net of allowance for loan and lease losses...... 145,875 128,847
Investment in Federal Home Loan Banks .....oocoviiiiiveiieiiietccr et 3,703 3,873
Mortgage Servicing IightS.....ooieiiiiiiii 5,341 6,241
GOOAWILL ...ttt e et s ae et b e as et e e s s et e se e nrasresatantanes 6,270 2,175
(OHEL ASSELS vuvviiverereeraieeieres it ereaeeeetenaeserttessar et iessessabesostnssesseae st sesetassasntsarnntesstbeesnes 19,918 10,395
TOLAL ASSEES vvierrveerveerrieneiosreesseesieressrtostresssesesarssasnessaeestresnssesessrseesesennnsssrssenssssssess $268,298  $242,506
Liabilities
Deposits:
Noninterest-bearing dePOSIES .....ieiceirerirrierrertieereresesesre st seee e ssenes $ 37,515 $ 23,259
Interest-bearing dePOSILS.......ccveivierriirerrcriierreietr e svsctee oo reenenaseeses 118,001 83,923
TOLA] AEPOSILS weoverreiircririierie et ere st steesee st r et b seesensraesessarasbeseeennesaveseassaensene 155,516 107,182
Federal funds purchased and commercial paper..........coceveermirreennineecrercereennenes 1,247 4,690
Securities sold under agreements to repuIchase .........cccceveererervreneerinreneesercenienens 16,717 39,447
Advances from Federal Home Loan Banks......occoccovviveeniccieiieiciensvenieec e 51,265 61,182
Other DOTTOWINES ..ovceeriiririeniinniniiiesiresi et sare b et s s sns et b b sees 15,264 12,576
Other HaDIIES .. .vviiee ittt ettt ee st b e soat e s st be s sastsesrteesanesssnaatessnbesonres 8,155 3,264
Total Habilities. ......covriviiiiiriiiee e 248,164 228,341
Redeemable preferred StOCK...... .o e - 102
Stockholders’ Equity
Common stock, no par value: 1,600,000,000 shares authorized, 944,046,787
and 873,089,120 shares issued and outstanding .........ccocoevrceerrceevrnreereniennecennienns - -
Capital surplus — cOmmON STOCK .....ciiiiviiriniiie ittt 5,961 3,178
Accumulated other comprehensive income (108S) .....ccocvveeeriiieniniinenn. 175 (243)
Retained SAIMINGS .. .c.oreeeririreeiiereneseei st sreseesaeseesn st sres e s e saesascontonseneesesnesasons 13,998 11,128
Total StOCKhOIETS™ EqUITY...cvvivvrerriiieerrtinnr ettt et 20,134 14,063
Total liabilities, redeemable preferred stock, and stockholders’ equity.......... $268,298  $242,506

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

Accumulated
Capital Other
Number Surplus - Comprehensive  Retained

of Shares Common Stock  Income (Loss) Earnings Total

(in millions)

BALANCE, December 31, 1999........ccovivniininnns 857.4° $2,205 $(674) $ 7,522 $ 9,053
Comprehensive income:
Net Income — 2000 .1 cvveeiiiiieciiiiiis e iee o ens - - - 1,899 1,899

Other comprehensive income, net of tax:
Net unrealized gain from securities arising during

the year, net of reclassification adjustments........... - - 616 - 616
Minimum pension liability adjustment..........ccocevneeas - - 4 - 4
Total comprehensive INCOME ........ccoeercvmirirererirerreennnes 2,519
Cash dividends declared on common stock .. - - - (626) (626)
Common stock repurchased and retired... (52.2) (869) - - (869)
Common Stock ISSUEd ......ivirmiiiercnreirenie et 4.6 89 - - 89
BALANCE, December 31, 2000...........c.cooviiiincncnnnnns 809.8 1,425 (54) 8,795 10,166
Comprehensive income:
Net income = 2001 ..o - - - 3,114 3,114
Other comprehensive income (loss), net of tax:
Net unrealized loss from securities arising during
the year, net of reclassification adjustments........... - - (191) - (191)
Net unrealized gain from cash flow hedging
INSIIUMIENES ..ottt - - 3 - 3
Minimum pension liability adjustment............ccoecevueee - - 1 - 1)
Tota] comprehensive IMCOME ......ccoviiiviicvireimieieereias 2,925
Cash dividends declared on common StOcK ......c..ccoceruniae - - - (774) (774)
Cash dividends declared on redeemable preferred stock . - - @) )
Common stock repurchased and retired........ccocovvevnenine (7.3) (231) - - (231)
Common stock warrants issued, net of issuance costs...... - 398 - - 398
Common stock issued to acquire Bank United Corp........ 63.9 1,389 - - 1,389
Common stock ISSUE ......viiiiiiiecciecreereccee s 6.7 197 - - 197
BALANCE, December 31, 2001 ....c.cccecemmmicinnmnivciinine 873.1 3,178 (243) 11,128 14,063
Comprehensive income:
Net income — 2002 ..ccciiiiiiiieiiee s e e eereee s - - - 3,896 3,896
Other comprehensive income (loss), net of tax:
Net unrealized gain from securities arising during
the year, net of reclassification adjustments........... - - 1,123 - 1,123
Net unrealized loss from cash flow hedging
INSETUMENES. ....oviimn i - - (703) - (703)
Minimum pension liability adjustment.........cccoocvcnes - - 2 - 2
Total comprehensive INCOME ....covververcmrcervcmeiciiiies 4,314
Cash dividends declared on common stock ........cveenriiine - - - (1,021) (1,021)
Cash dividends declared on redeemable preferred stock . - - 5) 5
Common stock repurchased and retired ........ccocovvcvennicnan (38.0) (1,303) - (1,303)
Common stock issued for acquisitions .........ccccvvvevcermrenenee 96.4 3,672 - - 3,672
Fair value of Dime stock options.........cccevcevcnnnee - 90 - - 90
Common stock issued to redeem preferred stock............. 43 102 - - 102
Common stock Issued ........covriierinneirnneenecninne 8.2 222 - - 222
BALANCE, December 31, 2002........cccocemviccimmmniniceninns 944.0 $5,961 $175 $13,998  $20,134

See Notes to Consolidated Financial Statements.
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WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities
INEE INCOME ...vereiieree ettt ettt ettt st e s e s et eeneerenrenne
Adjustments to reconcile net income to net cash provided (used) by
operating activities:
Provision for loan and lease 10SSEs.........ccccceevmiiiiiniiiiiiiices
Gain from mortgage 10ans ......ccoccevvvirivrininnenieeeer e
(Gain) 1oss from SECUTItIS ....ocvrrevererierirercreer e
Revaluation (gain) loss from derivatives...........ccvvvcnecnninicnnnene.
Gain on extinguishment of securities sold under agreements to
FEPUICHASE. ..ot
Depreciation and amortization ..o,
Mortgage servicing rights impairment adjustment ........c..ooceevvenenee
Stock dividends from Federal Home Loan Banks..........ccoceueei.
Origination and purchases of loans held for sale, net of
principal PAYMENtS .....ccooovereriieincrcne ettt
Proceeds from sales of loans held for sale ......c.c.occevniiiininnnns
(Increase) decrease in Other @sSetS.......cvmiiriviniinveninenieinenn
Increase (decrease) in other liabilities .......c.ccceveeeeivniccnivnnnnneee

Net cash provided (used) by operating activities .........ccoceeernene

Cash Flows from Investing Activities
Purchases of SeCurities . ..o
Proceeds from sales of mortgage-backed securities.......cccovvvevvrenivenene
Proceeds from sales and maturities of other available-for-sale

SECUTTEIES ..eveverreriiirenrirere et ceit et sresb et ee e seabs e s esn seeaenanareenenaeene
Principal payments On SECUTIHIES .....c.eevvervieevenieieiereeieseircne e
Purchases of investment in Federal Home Loan Banks ........cccoccnee.
Redemption of investment in Federal Home Loan Banks..................
Proceeds from sale of mortgage servicing rights..........cccoevvciincnnnnnen.
Origination and purchases of loans, net of principal payments ...........
Proceeds from sales of loans held in portfolio .......ccooveevceevvecncicennen.
Proceeds from sales of foreclosed assets......covvvevmnoiiiniiiinciininnn,
Net decrease (increase) in federal funds sold and securities

purchased under resale agreements .........ccovveevencrveiiierneercnnen e
Net cash used for aCqUISILONS .......ecveveeecrieriicirierr e
Purchases of premises and equipment, Net.......ccoceeervrerecrvrnercnennenne
Purchases of bank-owned life insurance........cccocooveovineniiinniinnnan.

Net cash provided (used) by investing activities,
Carried fOIWATA .......coocooueoveceiniiiciniieiiine st

Year Ended December 31,

2002 2001 2000
(in miilions)

$ 3806 § 3114 § 1,899
595 575 185
(1,280) 963)  (262)
(802) (717) 2
(2,396) 5 -
(282) (621) ]
3,206 1,638 539
3219 1701 9
(191) 216) (221
(223494) (133,534) (13,123)
217821 118131 12,610
(2,770) 1,099 792
2509 (1,155 592
31 (10943) 3,022
(54197)  (60,077)  (2,843)
8929 20202 2366
65870 31691 1476
0056 11830 8373
(4) ) (136)
798 i i
997 174 ]
(10,651)  (L,677) (29,023)
i J 13164

333 257 265
466 (2,416) 114
(3,185)  (13.818) (23)
(1,032) (753)  (272)
(600) C(1,000)
16,780  (14,595)  (7,539)

See Notes to Consolidated Financial Statements.
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Year Ended December 31,

2002 2001 2000
(in millions)

Cash Flows from Financing Activities
Increase (decrease) in dEPOSILS ...ocvveveererieeiereireiise e e 33,163 19,509 (1,556)
(Decrease) increase in short-term boIrrowings .......c.coceevveenveerncrenennae (16,880) 24,220 (6,373)
Proceeds from long-term bBOITOWINES.......ccccevveeeeiriiiiiieiseeine e 35,087 12,799 32,615
Repayments of long-term DOITOWINGS ..c.cocvcvvirevvvrieniivininniiesrerese e (44,664)  (25,252) (19,817)
Proceeds from advances from Federal Home Loan Banks......c.coveee.... 35,827 135,015 88,749
Repayments of advances from Federal Home Loan Banks.................. (53,568) (139,302) (87,990)
Cash dividends paid on preferred and common stock .......ccveeicecnnee. (1,026) (781) (626)
Repurchase of common StOCK.........coeerieriecniiieiniciicesiseet e e (1,303) (231) (869)
Common stock warrants iSSUB ......ccevevereeerrerinierenenerereee e e - 398 -
OhET ettt e e s 198 169 80

Net cash (used) provided by financing activities............cccooeue..e. (13,166) 26,544 4,213

Increase (decrease) in cash and cash equivalents ..........cccece.e. 3,645 1,006 (304)

Cash and cash equivalents, beginning of year .........cccoccemeeennne 3,563 2,557 2,861

Cash and cash equivalents, end of year .........ccccooeveeeecvinnienenn, $ 7208 § 3,563 2,557
Noncash Activities
Loans exchanged for mortgage-backed securities..........ccoerviernecnnee. $ 12274 § 2399 7,414
Real estate acquired through foreclosure.......ccooeevveivenrernincnicnnicns 447 345 255
Loans originated to facilitate the sale of foreclosed assets................... 12 13 36
Loans held in portfolio transferred to loans held for sale.................... 6,177 - 1,314
Loans held for sale transferred to loans held in portfolio.................... 725 1,210 -
Fair value of Bank United Corp. assets acquired........cccececearenvercrunenens - 19,034 -
Fair value of Bank United Corp. liabilities acquired..........ccoccovvnennn. - 17,374 -
Cash Paid During the Year For
Interest ON dePOSILS .ocveiereriiir et see st sae e erae b 2,667 3,070 3,287
INterest 0N DOTTOWIINES ...oociveieriiiieririeire st ciertre e sress e reraere s seesaensons 3,122 5,388 6,257
TNCOME LAXES .eeereiciie ettt seaeae e s saaees 3,239 1,477 444

See Notes to Consolidated Financial Statements.
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Note 1: Summary of Significant Accounting Policies
Basis of Presentation

Washington Mutual, Inc. (together with its subsidiaries, “Washington Mutual” or the “Company”) is a
financial services company committed to serving consumers and small- to mid-sized businesses. The
Company accepts deposits from the general public, originates, purchases, services and sells home loans,
makes consumer loans and commercial real estate loans (primarily loans secured by multi-family
properties) and engages in certain commercial banking activities such as providing credit facilities and cash
management and deposit services. The Company originates, purchases from correspondents, sells and
services loans to higher-risk borrowers through its specialty mortgage finance program. The Company also
markets annuities and other insurance products, offers full service securities brokerage services and acts as
the investment advisor to, and the distributor of, mutual funds.

The Company has a concentration of operations in California. At December 31, 2002, 44% of the
Company’s loan portfolio and 55% of the Company’s deposits were concentrated in California.

Certain reclassifications have been made to the 2001 and 2000 financial statements to conform to the
2002 presentation. All intercompany transactions and balances have been eliminated.

In 2001, Washington Mutual acquired Bank United Corp., Fleet Mortgage Corp., and the mortgage
operations of The PNC Financial Services Group, Inc. In 2002, the Company acquired Dime Bancorp, Inc.
and HomeSide Lending, Inc. These acquisitions were accounted for as purchases.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Cash and Cash Equivalents

For the purpose of reporting cash flows, cash and cash equivalents include cash on hand, amounts due
from banks, U.S. Treasury bills, overnight investments and commercial paper with an initial maturity of
three months or less.

Available-for-Sale Securities

Securities not classified as held to maturity or trading are considered to be available for sale. Gains
and losses realized on the sale of these securities are based on the specific identification method.
Unrealized gains and losses from available-for-sale securities are excluded from earnings and reported (net
of tax) in accumulated other comprehensive income until realized. Other than temporary declines in fair
value are recognized in the income statement as loss from securities.

Loans Held for Sale

Loans held for sale include originated and purchased/correspondent mortgage loans intended for sale
in the secondary market. The Company enters into forward sales agreements to manage interest rate risk
associated with loans held for sale. Loans held for sale with effective fair value hedges are recorded at fair
value. Loans held for sale without effective fair value hedges are recorded at the lower of aggregate cost or
fair value.
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Loans Held in Portfolio

Loans held in portfolio are recorded at the principal amount outstanding, net of deferred loan costs or
fees and any discounts or premiums on purchased loans. Deferred costs or fees, discounts and premiums
are amortized using the interest method over the contractual term of the loan adjusted for actual
prepayments.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses represents management’s estimate of credit losses inherent in
the Company’s loan and lease portfolios as of the balance sheet date. The Company performs regular,
ongoing reviews of its portfolios to identify these inherent losses, and to assess the overall probability of
collection of these portfolios. The estimation of the allowance is based on a variety of factors, including
past loan loss experience, adverse situations that have occurred but are not yet known that may affect the
borrower’s ability to repay, the estimated value of underlying collateral, and general economic conditions.
The Company’s methodology for assessing the adequacy of the allowance includes the evaluation of three
distinct elements: the formula allowance; the specific allowance (which includes the allowance for loans
deemed to be impaired by Statement of Financial Accounting Standards (“Statement”) No. 114,
Accounting by Creditors for Impairment of a Loan, issued by the Financial Accounting Standards Board
(“FASB”)) and the unallocated allowance. The formula allowance and the specific allowance collectively
represent the portion of the allowance for loan and lease losses that are allocated to the various loan
portfolios.

The formula allowance considers losses that are embedded within loan portfolios, but have not yet
been realized. Losses are recognized when (a) available information indicates that it is probable that a loss
has been incurred and (b) the amount of the loss can be reasonably estimated.

The formula allowance is determined by applying loss factors against all loans that are not determined
to be impaired. Such loans include those within homogeneous portfolios, such as home loans and home
equity loans and lines of credit, purchased specialty mortgage finance loans, and pools of smaller
commercial business loans. Loss factors are based on the analysis of the historical loss experience of each
loan category and an assessment of portfolio trends and conditions, as well as specific risk factors
impacting the loan and lease portfolios. These factors may be adjusted for external factors that, in
management’s judgment, affect the collectibility of the portfolio as of the evaluation date. Such external
factors include, but are not limited to, the interest rate environment and housing prices.

For non-homogeneous loans such as commercial real estate, larger commercial business loans and
builder home construction loans, loss factors are assigned based on risk ratings that are ascribed to the
individual loans. A specific allowance may be assigned to these loan types if they have been individually
determined to be impaired. Loans are considered impaired when it is probable that the Company will be
unable to collect all amounts contractually past due as scheduled, including contractual interest payments.
For loans that are determined to be impaired, the amount of impairment is measured by a discounted cash
flow analysis, using the loan’s effective interest rate, except when it is determined that the only source of
repayment for the loan is the operation or liquidation of the underlying collateral. In such cases, the
current fair value of the collateral, reduced by estimated disposal costs, will be used in place of discounted
cash flows. Loans that are determined to be impaired are excluded from the formula allowance analysis so
as not to double-count the loss exposure.

The unallocated component of the allowance reflects management’s judgment as to the magnitude of
the impact that various factors may have on the overall level of credit losses inherent in the portfolios.
These factors include, but are not limited to, general economic and business conditions affecting the key
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lending areas of the Company, credit quality and collateral value trends, loan concentrations, specific
industry conditions within portfolio segments, recent loss experience in particular segments of the
portfolio, duration of the current business cycle, the impact of new product initiatives and other such
variables for which recent historical data do not provide a high level of precision for risk evaluation, the
results of regulatory examinations and findings of the Company’s internal credit review function.

When available information confirms that specific loans or portions thereof are uncollectible, these
amounts are charged off against the allowance for loan and lease losses. The existence of some or all of the
following conditions will generally confirm that a loss has been incurred: the loan is significantly delinquent
and the borrower has not demonstrated the ability or intent to bring the loan current; the Company has no
recourse to the borrower, or if it does, the borrower has insufficient assets to repay the debt; or the fair
value of the loan collateral is significantly below the current loan balance and there is little or no prospect
for improvement.

Consumer loans are entirely charged off when they are determined to be uncollectible or when they
reach a predetermined number of days past due, depending upon loan product, industry practice and other
factors. Home loans secured by real estate are written down to the fair value of the underlying collateral
(less projected cost to sell) when they are contractually past due 180 days.

The ultimate recovery of all loans is susceptible to future market factors beyond the Company’s
control. These factors may result in losses or recoveries differing significantly from those provided for in
the Consolidated Financial Statements.

Nonaccrual Loans

Management generally ceases to accrue interest income on all loans that are 90 days past due and
reverses all interest accrued up to that time. Thereafter, interest income is accrued only if and when, in
management’s opinion, projected cash proceeds are deemed sufficient to repay both principal and interest.
All loans for which interest is not being accrued are referred to as loans on nonaccrual status.

Restructured Loans

In cases where a borrower experiences financial difficulties and the Company makes certain
concessionary modifications to contractual terms, the loan is classified as a restructured (accruing) loan.
Loans restructured at a rate equal to or greater than that of a new loan with comparable risk at the time
the contract is modified are not considered to be impaired loans in the calendar years subsequent to the
restructuring if they are not determined to be impaired based on the modified terms.

Generally, a nonaccrual loan that is restructured remains on nonaccrual for a period of six months to
demonstrate that the borrower can meet the restructured terms. However, performance prior to the
restructuring, or significant events that coincide with the restructuring, are included in assessing whether
the borrower can meet the new terms and may result in the loan being returned to accrual at the time of
restructuring or after a shorter performance period. If the borrower’s ability to meet the revised payment
schedule is uncertain, the loan remains classified as a nonaccrual loan.

Foreclosed Assets

Foreclosed assets include properties acquired through foreclosure that are transferred at fair value,
less estimated selling costs, which represents the new recorded basis of the property. Subsequently,
properties are evaluated and any additional declines in value are recorded in current period earnings. The
amount the Company ultimately recovers from foreclosed assets may differ substantially from the net
carrying value of these assets because of future market factors beyond the Company’s control or because of
changes in the Company’s strategy for sale or development of the property.
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Investment in Federal Home Loan Banks

The Company’s investment in the stock of the Federal Home Loan Banks (“FHLBs”) is carried at
cost since it is not a readily marketable security.

Transfers and Servicing of Financial Assets

Washington Mutual securitizes, sells and services interests in home, specialty home loans, and
commercial real estate loans. When the Company sells or securitizes loans, it generally retains the right to
service the loans and may retain senior, subordinated, residual, and other interests, all of which are
considered retained interests in the securitized assets. Gain on sale of the assets depends, in part, on the
Company’s allocation of the previous carrying amount of the assets to the retained interests. Previous
carrying amounts are allocated in proportion to the relative fair values of the assets sold and the interests
retained.

Quoted market prices, if available, are used to obtain fair values of senior, subordinated and residual
interests. Generally, quoted market prices for subordinated and residual interests are not available;
therefore, the Company estimates the fair values based upon the present value of the associated expected
future cash flows. In determining the fair value of subordinated and residual interests, management is
required to estimate future prepayment rates, discount rates, expected credit losses, and other factors that
impact the value of retained interests. See Note 5 to the Consolidated Financial Statements — “Mortgage
Banking Activities.”

The fair value of the mortgage servicing rights (“MSR”) is determined as of the sale date by reference
to internally developed estimates of fair value primarily based on the following characteristics:

* Product type (i.e. conventional, government, balloon)
* Fixed or adjustable rate of interest

* Interest rate

* Term (i.e. 15 or 30 years)

Those estimated fair values are updated based on the results of internal valuations, market pricing,
and survey results. Any changes made to those values are reviewed and approved by an appropriate level of
management.

The Company records MSR when the benefits of servicing are expected to be more than adequate
compensation to a servicer. The Company determines whether the benefits of servicing are expected to be
more than adequate compensation to a servicer by discounting all of the future net cash flows associated
with the contractual rights and obligations of the servicing agreement. The expected future net cash flows
are discounted at a rate equal to the return that would adequately compensate a substitute servicer for
performing the servicing.

The Company stratifies its MSR based on the predominant characteristics of the underlying financial
assets. The effect of changes in market interest rates on estimated rates of loan prepayments represents the
predominant risk characteristic underlying the MSR portfolio. For purposes of measuring impairment, the
Company has determined that three interest rate bands adequately stratify loans with similar prepayment
characteristics. Product-specific risk characteristics such as adjustable-rate mortgage loans, conventional,
Government, and other mortgage loans also affect the MSR valuation, as discount rates, costs to service,
and other important valuation factors differ by those product types. Interest rate bands are generally
sorted into 150 basis point intervals. The Company will consider adding additional strata to the Company’s
servicing portfolio if loans with coupon rates below 6.00% reach significant levels.
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The following is a summary of the MSR strata used by the Company to assess impairment:

Loan Type Rate Band
Adjustable.....cooicri e All loans
Conventional .........ccccoeveeeviiiinienn e 7.49% and below
Conventional .......cccevevvirviveereins i 7.50% to 8.99%
Conventional ......cccoceveeviiiiii i, 9.00% and above
LEL01705) 4 4111153 1| ST U 7.49% and below
E 10175 501 1115) oL SOR O VOO UPUO PR 7.50% to 8.99%
LETOA=) 9 01111=) 1L SOR OO UR U PURU SRR 9.00% and above
PrIVALE .t s rae e r e sraaaa e 7.49% and below
Private .o 7.50% to 8.99%
Private .ovvi vttt 9.00% and above
Master ServiCing......cocovvvcncmrieioreenecceennnes All loans
Specialty home loans......c.cccovvecvnicniinnennn All loans
Multi-family.....ccocoeveneininiee e All loans

Impairment is recognized through a valuation allowance for each individual stratum. The valuation
allowance is adjusted to reflect the amount, if any, by which the cost basis of the MSR for a given stratum
exceeds its fair value. Any fair value in excess of the cost basis of MSR for a given stratum is not
recognized.

Because quoted market prices from active markets are not readily available, a present value cash flow
model is used to estimate the value which the MSR could be sold for in the open market as of the valuation
date. While the Company’s model estimates a value, the specific value used is based on a variety of factors,
such as documented observable data and anticipated changes in market conditions.

The most important assumptions used in the MSR valuation model are the anticipated rate of loan
prepayments and discount rates. Other assumptions such as the cost to service the underlying loans,
foreclosure costs, ancillary income and float rates are also used in determining the value of the MSRs.

All the assumptions are based on standards used by market participants in valuing MSR. The
reasonableness of these assumptions is confirmed through surveys conducted with independent brokers.
They are reviewed and approved on a quarterly basis by an appropriate level of management. In addition,
independent broker appraisals of the fair value of the MSR portfolio are obtained at least annually to
confirm the reasonableness of the value generated by the MSR valuation model.

Premises and Equipment

Land, buildings, leasehold improvements and equipment are carried at amortized cost. Buildings and
equipment are depreciated over their estimated useful lives using the straight-line method. The estimated
useful life of newly constructed buildings is 40 years and the lives of new assets that are added to existing
buildings are based on the remaining life of the original building. The estimated useful life for equipment
is 3-10 years. Leaschold improvements are amortized over the shorter of their useful lives or lease terms.
The Company reviews buildings, leasehold improvements, and equipment for impairment whenever events
or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Impairment exists when the estimated sum of the undiscounted cash flows of a long-lived asset are less
than its carrying amount. If identified, an impairment loss is recognized through a charge to earnings for
the difference between the carrying amount and the estimated fair value of the asset.
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Goodwill and Other Intangible Assets

Goodwill and other intangible assets represent the excess of purchase price over the fair value of net
assets acquired by the Company. The excess cost over fair value of net assets acquired consists of goodwill,
core deposit intangible and other intangible assets. Core deposit intangible and other intangible assets are
amortized over their estimated useful lives. The Company reviews its intangible assets periodically for
other-than-temporary impairment. Impairment loss is recognized if the carrying amount of the intangible
asset is not recoverable and exceeds its fair value. Other intangible assets are classified as other assets on
the Consolidated Statements of Financial Condition.

As of January 1, 2002, the Company adopted Statement No. 142, Goodwill and Other Intangible Assets.
Under the statement, goodwill is no longer amortized but must be tested for impairment at the reporting
unit level as of the beginning of the fiscal year in which Statement No. 142 is adopted and at least annually
thereafter. A reporting unit represents an operating segment or a component of an operating segment. The
Company has identified four reporting units for purposes of goodwill impairment testing. The Statement
also requires that certain intangible assets other than goodwill that have indefinite lives, not be amortized
until the lives become finite. Intangible assets that do not have indefinite lives are amortized over their
useful economic lives.

The Company performed a transitional impairment test on the goodwill of each reporting unit using a
discounted cash flow model and determined that the fair value of each reporting unit’s assets, net of
liabilities, exceeded the carrying amount of the reporting unit, including goodwill at January 1, 2002.
During the third quarter of 2002, the Company performed its annual impairment test and concluded there
was no impairment to the book value of the Company’s goodwill. Absent any impairment indicators, the
Company expects to perform its next impairment test during the third quarter of 2003.

As of October 1, 2002, the Company adopted Statement No. 147, Acquisitions of Certain Financial
Institutions. This Statement amends Statements No. 72 and 144 and FASB Interpretation No. 9. Among
other topics, this Statement requires that an unidentifiable intangible asset that is recognized in an
acquisition of a financial institution, which is accounted for as a business combination, in which the fair
value of liabilities assumed exceed the fair value of tangible and identified intangible assets acquired, be
reclassified as goodwill. Consequently, this unidentifiable intangible asset will be subject to the goodwill
accounting standards set forth in Statement No. 142, and will be evaluated for impairment on an annual
basis instead of being amortized. The Company, which owns intangible assets of this nature, adopted this
Statement as of October 1, 2002. Upon adoption, after-tax year-to-date amortization of $17 million that
had been recognized through September 30, 2002, was eliminated, and as required by this Statement, the
financial statements for the first three quarters of 2002 were restated as if the accounting standard had
been applied as of the beginning of the year.

Securities Sold Under Agreements to Repurchase

The Company enters into agreements under which it sells securities subject to an obligation to
repurchase the same or similar securities (“repurchase agreements”). Under these arrangements, the
Company transfers legal control over the assets but still retains effective control through an agreement that
both entitles and obligates the Company to repurchase the assets. As a result, repurchase agreements are
accounted for as collateralized financing arrangements and not as a sale and subsequent repurchase of
securities. The obligation to repurchase the securities is reflected as a liability in the Consolidated
Statements of Financial Condition while the securities underlying the agreements remain in the respective
asset accounts. Those securities are classified as encumbered.
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Stock-Based Compensation

The Company measures its stock-based employee compensation arrangements using the intrinsic
value method under the provisions of the Accounting Principles Board (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees. Accordingly, since the exercise price of each option granted has
been equal to or higher than the quoted market price of the Company’s common stock at the date of grant,
no compensation expense is recognized. Had compensation cost for the Company’s stock-based
compensation plans been determined using the fair value method consistent with Statement No. 123,
Accounting for Stock Based Compensation, the Company’s net income attributable to common stock and
net income per common share would have been reduced to the pro forma amounts indicated below:

Year Ended December 31,
2002 2001 2000

(dollars in millions,
except per share amounts)

Net income attributable to cOMMON STOCK ...oiviiiiiiiece e e $3,891 $3,107 $1,899
Add: Stock-based employee compensation expense included in reported net

income, net of related tax effectS ..o s 28 18 15
Deduct: Total stock-based employee compensation expense determined

under fair value based method for all awards, net of related tax effects...... (87) (46) (34)
Pro forma net income attributable to cOmmon Stock........cocvvvvvivieevieiriereesnenes $3,832  $3,079 $1,880

Net income per common share:

Basic:
AS TEPOTEEA ..vvevveiiirieiisie ettt et b ettt st s n et n s ana s $ 412 $ 365 $237
Pro fOIMaA oot e s e st a e s s a e e e s natanes 4.06 3.62 2.35
Diluted:
AS TEPOILET evivieriereniniiert ettt ettt st s ean st e e 4.05 3.59 2.36
g (o TR {0 ¢ 11 1: U OO U URSRRURRO 3.99 3.56 2.34

In determining the pro forma disclosures above, the fair value of options granted was estimated on the
date of grant using a binomial option-pricing model. The model was developed to estimate the fair value of
traded options, which have different characteristics than employee stock options, and changes to the
subjective assumptions used in the model can result in materially different fair value estimates. The
weighted average grant-date fair values of the options granted during 2002, 2001 and 2000 were based on
the following assumptions:

Year Ended December 31,

2002 2061 2000
Dividend yield....ccocooovvirenens 2NM% - 3.00% 233% - 258% 237% - 257T%
Expected volatility................. 3092 - 3530 31.03 - 35.66 3046 - 3426
Risk free interest rate .......... 225 - 515 350 - 4091 511 - 671
Expected life ......coovvvevevvnnnn, 2.75 - 7.5 years 5 - 7 years 5 - 7.25 years

In December 2002, the FASB issued Statement No. 148, Accounting for Stock-Based Compensation-
Transition and Disclosure, which amends Statement No. 123. This Statement provides alternative methods
of transitioning, on a voluntary basis, from the intrinsic value-based method of accounting prescribed by
APB Opinion No. 25, Accounting for Stock Issued to Emplovees, to the fair value-based method of
accounting for stock-based employee compensation. Effective January 1, 2003 and in accordance with the
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transitional guidance of Statement No. 148, the Company elected to prospectively apply the fair value
method of accounting for stock-based awards granted subsequent to December 31, 2002. Options granted
prior to January 1, 2003, and not modified after January 1, 2003, will continue to be accounted for under
APB Opinion No. 25, and the pro forma presentation of what the impact to the financial statements would
. be if these options were accounted for on the fair value basis will continue to be disclosed in the Notes to
Consolidated Financial Statements until the last of those options vest in 2005.

Income Taxes

Income taxes are accounted for using the asset and liability method. Under this method, a deferred
tax asset or liability is determined based on the enacted tax rates which will be in effect when the
differences between the financial statement carrying amounts and tax bases of existing assets and liabilities
are expected to be reported in the Company’s income tax returns. The comprehensive deferred tax
provision for the year is equal to the change in the deferred tax asset or liability from the beginning to the
end of the year. The effect on deferred taxes of a change in tax rates is recognized in the tax provision in
the period that includes the enactment date of the change.

For tax reporting purposes, the Company reports income and expenses using the accrual method of
accounting and files a consolidated tax return on that basis as well. The Company’s federal tax filings
generally include all subsidiaries.

Earnings Per Share

Earnings per share are presented under two formats: basic EPS and diluted EPS. Basic EPS is
computed by dividing net income (after deducting dividends on preferred stock) by the weighted average
numbér of common shares outstanding during the year. Diluted EPS is computed by dividing net income
(after deducting dividends on preferred stock) by the weighted average number of common shares
outstanding during the year, plus the impact of dilutive potential common shares, such as stock options.

Derivatives and Hedging Activities

The Company enters into derivative confracts to hedge certain assets, liabilities, and probable
forecasted transactions. On the date the Company enters into a derivative contract, the derivative
instrument is designated as: (1) a hedge of the fair value of a recognized asset or liability or of an
unrecognized firm commitment (a “fair value” hedge); (2) a hedge of the variability in expected future
cash flows associated with an existing recognized asset or liability or a forecasted transaction (a “cash flow”
hedge); or (3) held for other risk management purposes (“risk management derivatives”).

In a fair value hedge, changes in the fair value of the hedging derivative recognized in earnings are
offset by recognizing changes in the fair value of the hedged item attributable to the risk being hedged. To
the extent that the hedging derivative is ineffective, the changes in fair value will not offset and the
difference is reflected in earnings.

In a cash flow hedge, the effective portion of the changes in the fair value of the hedging derivative is
recorded in accumulated other comprehensive income and is subsequently reclassified into earnings during
the same period in which the hedged item affects earnings. The change in fair value of any ineffective
portion of the hedging derivative is recognized immediately in earnings.

The changes in fair value of the risk management derivatives held for other risk management
purposes are recorded in revaluation gain from derivatives if the derivatives are home loan mortgage
banking related, or are recorded in other income for derivatives related to other types of asset/liability
interest rate risk management.
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The Company formally documents the relationship between the hedging instruments and hedged
items, as well as its risk management objective and strategy before undertaking the hedge. To qualify for
hedge accounting, the derivatives and related hedged items must be designated as a hedge. Both at the
inception of the hedge and on an ongoing basis, the Company assesses whether the hedging relationship is
expected to be highly effective in offsetting changes in fair value or cash flows of hedged items. If it is
determined that the derivative instrument is not highly effective as a hedge, hedge accounting is
discontinued.

The Company discontinues hedge accounting prospectively when (1) it determines that the derivative
is no longer effective in offsetting changes in the fair value or cash flows of the designated hedged item;
(2) the derivative expires or is sold, terminated, or exercised; (3) the derivative is de-designated as a fair
value or cash flow hedge; or (4) it is probable that the forecasted transaction will not occur by the end of
the originally specified time period.

When the Company determines that the derivative no longer qualifies as a fair value or cash flow
hedge and therefore hedge accounting is discontinued, the derivative will continue to be recorded on the
balance sheet at its fair value with changes in fair value included in current earnings. For a fair value
hedge, the previously hedged item will no longer be adjusted for changes in fair value.

When hedge accounting is discontinued because it is probable that a forecasted transaction will not
occur, the derivative will continue to be recorded on the balance sheet at its fair value with changes in fair
value included in current earnings, and the gains and losses in accumulated other comprehensive income
will be recognized immediately in earnings. When hedge accounting is discontinued because the hedging
instrument is sold, terminated or de-designated, the amount reported in accumulated other comprehensive
income through the date of sale, termination, or de-designation will continue to be reported in
accumulated other comprehensive income until the forecasted transaction impacts earnings.

The Company occasionally purchases or originates financial instruments that contain an embedded
derivative instrument. At inception of the financial instrument, the Company determines whether an
embedded derivative is required to be accounted for separately as a derivative. This is determined by
assessing whether the economic characteristics and risks of the embedded derivative instrument are clearly
and closely related to the economic characteristics of the financial instrument (host contract). Under
Statement No. 133, an embedded derivative is required to be accounted for separately as a derivative if the
embedded derivative instrument is determined not to be clearly and closely related to the host contract, is
not currently measured at fair value with changes in fair value reported in earnings and the embedded
derivative instrument would qualify as a derivative instrument. As of December 31, 2002 and 2001, all of
the Company’s embedded derivatives are considered clearly and closely related to the host contract and
therefore are not required to be separated from their host contracts.

The Company enters into commitments to make loans whereby the interest rate on the loan is set
prior to funding (rate lock commitments). Rate lock commitments on mortgage loans that are intended to
be sold are considered to be derivatives. Therefore, they are recorded, at fair value, in other assets on the
Consolidated Statements of Financial Condition with changes in fair value recorded in gain from mortgage
loans on the Consolidated Statements of Income. In measuring the fair value of rate lock commitments,
the amount of the expected servicing rights is included in the valuation. This value is calculated using the
same methodologies as are used to value the Company’s MSR, adjusted using an anticipated fallout factor
for loan commitments that will never be funded. This policy of recognizing the value of the derivative has
the effect of recognizing the gain from mortgage loans before the loans are sold. Rate lock commitments
expose the Company to interest rate risk. The Company manages that risk by entering into forward sales
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contracts and purchasing put options which are recorded at fair value with changes in fair value reported in
gain from mortgage loans.

Recently Issued Accounting Standards

In Jupne 2001, the FASB issued Statement No. 143, Accounting for Asset Retirement Obligations.
Statement No. 143 addresses the accounting and reporting for obligations associated with the retirement of
tangible, long-lived assets. The Statement became effective January 1, 2003 and did not have a material
impact on the results of operations or financtal condition of the Company.

In June 2002, the FASB issued Statement No. 146, Accounting for Costs Associated with Exit or
Disposal Activities. This Statement requires that a liability for costs associated with an exit or disposal
activity be recognized when the liability is incurred and be measured at fair vatue and adjusted for changes
in estimated cash flows. Existing generally accepted accounting principles provide for the recognition of
such costs at the date of management’s commitment to an exit plan. Under Statement No. 146,
management’s commitment to an exit plan would not be sufficient, by itself, to recognize a liability. The
Statement is effective for exit or disposal activities initiated after December 31, 2002 and did not have a
material impact on the results of operations or financial condition of the Company.

In November 2002, the FASB issued Interpretation No. 45 (“FIN 45”), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which
expands on the accounting guidance of Statements No. 5, 57, and 107 and incorporates without change the
provisions of FASB Interpretation No. 34, which is being superseded. This Interpretation requires a
guarantor to recognize, at the inception of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. In addition, guarantors are required to make significant new
disclosures, even if the likelihood of the guarantor making payments under the guarantee is remote. The
Interpretation’s disclosure requirements are effective for the Company as of December 31, 2002. The
recognition requirements of FIN 45 are to be applied prospectively to guarantees issued or modified after
December 31, 2002. Significant guarantees that have been entered into by the Company are discussed in
Note 14 to the Consolidated Financial Statements - “Commitments, Guarantees and Contingencies.”

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46™), Consolidation of Variable Interest
Entities. The objective of this interpretation is to provide guidance on how to identify a variable interest
entity and determine when the assets, liabilities, noncontrolling interests and results of operations of a
variable interest entity need to be included in a company’s consolidated financial statements. A company
that holds variable interests in an entity will need to consolidate the entity if the company’s interest in the
variable interest entity is such that the company will absorb a majority of the variable interest entity’s
expected losses and/or receive a majority of the entity’s expected residual returns, if they occur. The
provisions of this interpretation became effective upon issuance. As of December 31, 2002, the Company
had variable interests in securitization trusts, which are discussed in Note 5 to the Consolidated Financial
Statements — “Mortgage Banking Activities.” These trusts are qualifying special-purpose entities, which
are exempt from the consolidation requirements of FIN 46. The Company reports its rights and obligations
related to these qualifying special-purpose entities according to the requirements of Statement No. 140.
The Company has no unconsolidated investments in any other variable interest entities besides qualifying
special-purpose entities.

Recently Adopted Accounting Standards

In April 2002, the FASB issued Statement No. 145, Rescission of FASB Statements No. 4, 44 and 64,
Amendment of FASB Statement No. 13, and Technical Corrections, that, among various topics, eliminated
the requirement that all forms of gains or losses on debt extinguishments, such as the liquidation of
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repurchase agreements, be reported as extraordinary items. The early termination of repurchase
agreements is a normal part of the Company’s asset and liability management strategy. As encouraged by
this pronouncement, the Company applied the provisions of Statement No. 145 related to the treatment of
debt extinguishments as of January 1, 2002. Accordingly, the gain from extinguishment of repurchase
agreements for the year ended December 31, 2002 in the amount of $282 million has been recorded as a
component of noninterest income. Also, the gain from extinguishment of repurchase agreements of
$382 million that was recorded as an extraordinary item, on a net-of-tax basis, for the year ended
December 31, 2001 has been reclassified to noninterest income.

Note 2: Business Combinations

The business combinations consummated by Washington Mutual, Inc., and its consolidated
subsidiaries (the “Company”), during 2001 and 2002 have been accounted for using the purchase method.
Accordingly, the purchase price of each acquisition was first allocated to the tangible assets and liabilities
and identifiable intangible assets based on their estimated fair values as of the closing date of the
transaction, with the excess purchase price over the fair values recorded as goodwill. Results of operations
for the business combinations are included from the date of acquisition.

On January 31, 2001, the Company acquired PNC Mortgage for approximately $7.0 billion in cash.
With this acquisition, the Company acquired approximately $3 billion in loans held for sale and $2 billion
in MSR. This acquisition resulted in the recognition of goodwill of approximately $350 million. On
January 16, 2003, the Company reached a settlement with PNC Bank on the final purchase price of PNC
Mortgage, which resulted in an increase of goodwill of approximately $19 million.

On February 9, 2001, the Company acquired Texas-based Bank United, for a purchase price of
approximately $1.4 billion. With this acquisition, the Company acquired approximately $12 billion in loans
held in portfolio, $1 billion in securities, $8 billion in deposits and $8 billion in FHLB advances. This
acquisition resulted in the recognition of goodwill and other intangible assets of approximately
$980 million. The Company issued 63.9 million shares of its common stock to acquire Bank United.

On June 1, 2001, the Company acquired Fleet Mortgage, a unit of FleetBoston Financial Corp., for
approximately $7.5 billion in cash. With this acquisition, the Company acquired approximately $4 billion in
loans held for sale and $3 billion in MSR. This acquisition resulted in the recognition of goodwill of
approximately $140 million.

On January 4, 2002, the Company acquired by merger Dime for a total purchase price of
approximately $5.3 billion, which included approximately $1.5 billion in cash, approximately 96.4 million
shares of common stock valued at $37.74 per share, the conversion of 111 million Dime Litigation Tracking
Warrants™, valued at $0.33 per warrant, into the contingent right to receive the Company’s common stock,
and the conversion of Dime stock options, valued at approximately $90 million, into options to purchase
the Company’s common stock. For purposes of this merger, Washington Mutual’s common stock was
valued based upon the average price of Washington Mutual common stock for the five-day trading period
from June 21-27, 2001. This acquisition resulted in the recognition of goodwill of approximately $4 billion.
This amount, as well as the estimated fair values assigned to the assets received and liabilities assumed,
may change as certain estimates and contingencies are finalized.

The Company acquired Dime to expand its retail banking operations into the greater New York/New
Jersey metropolitan area. With the addition of the mortgage operations of Dime’s subsidiary, North
American Mortgage Company, the Company enhanced its position as one of the nation’s largest mortgage
lending franchises.
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The fair value of the net assets acquired in the Dime acquisition was as follows:

January 4, 2002

(in millions)

Assets:
Cash and cash eqQUIVAIEITS ...c.cooriiiiirrrieiertien ettt e s $ 497
AVailable-fOr-SAlE SECUIILIES ....iovivviiiiriicreiee ettt ettt s tee s e b e st seeesetosbeeseseneseneesanesns 1,359
Loans held fOr SAle.....oiiiiiiiieriieei ettt cre s e et e b s e ba s sataeeetae e enes 5,577
Loans held in portfolio, net of allowance for loan and lease 10SS€S........cocooveivervneernnenn. 16,083
Investment in Federal Home L0an Banks ......cocooveiiveiiiieiiiiierisceiiiieiee s ereecneseoeeeesase e 427
Mortgage Servicing TIZHLS......ccoreuiiinriiiienic ettt e 926
GOOAWIIL ..ottt ettt et s et e s et e s et b e st e e tamresetneseatraesaressnaesnresearees 4,044
Other INtangible @SSELS....c.cveriiiiierr et e 223
OTET ASSEES citvrieeiieiiieeiiiiarieassaraeeesssesestessaeesisanaetesabesssssneseessbbenes tantaeseesbnessseassreesssanseessaanen 2,152
a2 Y B TS £ T R OSSOSOV 31,288
Liabilities:
DEPOSIES. c.. ettt sttt et e s e bbbt et e e 15,171
BOTTOWINIES .oovcveeerertiririir e s ettt r b et eb st r s bs et st s e st naratsneetaanes 10,126
DT HADIIEIES 1. cvtieie ettt st b e b e eeb e s et a e sre s tne st b e res b e e srnsaben e 719
TOTAL HADIHEIES .. v eeee ettt ettt st ee et s e s e e sa e ere s srmessnresareeabserntsatassreeraeesrns 26,016
Net aSSELS ACAUITEG. c..vuvermrirereiireieiiit ittt ettt et es s $ 5,272

Other intangible assets are a core deposit intangible with an estimated useful life of 7 years. None of
the goodwill balance is expected to be deductible for tax purposes.

Unaudited Pro Forma Combined Financial Data Reflecting the Dime Acquisition

The unaudited pro forma combined amounts presented below give effect to the merger with Dime as
if it had been consummated on January 1, 2001. As the acquisition occurred on January 4, 2002, the pro
forma combined information for the twelve months ended December 31, 2002, would not be materially
different from the actual results for that period and, therefore, is not presented. The unaudited pro forma
information is not necessarily indicative of the results of operations that would have resulted had the
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merger been completed at the beginning of the applicable period presented, nor is it necessarily indicative
of the results of operations in future periods.

Year Ended
December 31, 2001
(in millions, except
per share amounts)

INEt INEETESE IMCOIMIE. .ov iviiieieeeteeritiesteeriateeretsseseetesaet e e erestessesresseseobeseesbstnsaaeerenssbensessessssens $ 7641
Provision for 10an and 1€aSe J0SSES....cciiiiieivieer et erere e eesrae s ebee e ee s ere e e s rensrsenaes 645
NODUNEETEST IMCOIMIE .. vvivviierevrrerreeirrererivssseeirsaeressarserssessansssessssassessssnssesssesesssesssssssssssessnrossenss 4,062
INOTUNEETESE EXPEISE ..oveevrrerrrrirererrersesrearerresersertesssnssiasesresasseasersessessessessaresssaseasssasorsasesseres 5,614
JEICOIMIE £BXES .. tiieeetiieieicrtee sttt ee st ae s sarerer s ee e tbraessasstseseseabeeseastsaasensataesseenssbbanstarnsnnesannens 2,004
INEE IIICOIME ..oveoiieeiiieecree e eesee et e e se st e e sreeesa s e e es s ee e seeeesan e sanesssaeassseansrasas sesaesssessnsntennsennsnen 3,440
Net income attributable tO COMMON STOCK.......iivvviiiriiiriict et ee e e baeseees 3,433
Weighted average number of common shares outstanding (in thousands)

BASIC cvveiitreieitieeet e cetee e et e et e s seee s e et e e ae e e st b e et bt et b et e et e be s eeabe et b eeenteeen v eearbaeeeraerarberarrns 946,606

DHIBEEA oot e b e s eab e s b e st b e s te e st sen b e et b e se b et e s erneeanesere b aeeneanrses 961,019
Net income per coemmon share

BaASIC cvviveiitee ettt e ettt et e et r et et ettt e et et et e b entesrersarser et esnetes $§ 363

DHIIEE oottt bbbt sta e st ss b st etk st b s st sabeeasses e sresanerbenssornenserris $ 357

Other Acquisitions

In two transactions during 2002, the Company purchased for cash HomeSide Lending, Inc., the U.S.
mortgage unit of National Australia Bank Limited. The aggregate purchase price of HomeSide was
$2.45 billion. The acquisition of HomeSide added approximately $1 billion in loans held for sale,
approximately $960 million in net MSR and approximately $130 billion to the Company’s portfolio of loans
serviced for others. The Company also acquired a proprietary loan servicing platform, which the Company
intends to make its primary loan servicing platform. In addition the Company assumed $760 million in
long-term debt and $750 million in other liabilities.

Note 3: Securities

The amortized cost, unrealized gains, unrealized losses, and fair value of securities were as follows:

December 31, 2002

Ameortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)

Available-for-sale securities
Investment securities:

U.S. Government and agency.........covveeererererereenererersenenns $14,560 § 581 $ (4) $15137
Other SECUTIHIES ...c.ovveivirrirerer e st nte e sn et raaenens 309 16 - 325
EqUity SECUTIHIES ..cvivviriiiiicic e 134 3 2) 135

Total Investment SECUTITES ...cccvvreverireriiienicerirere e 15,003 600 ©6) 15,597

Mortgage-backed securities: '

U.S. Government and agency.......cceevecierrernveerorneeeeniensneneens 19,649 583 5) 20,227
Private 1SSUE ..coccvvieieiirr et 7,940 216 & 8,148

Total mortgage-backed seCUTities...c..ccvveerrevrereereresrerennes 27,589 799 (13) 28,375

Total available-for-sale securities ........c.coeverevecerereennuennn. $42,592 $1,399 $(19)  $43,972
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December 31, 2001

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in millions)
Available-for-sale securities
Investment securities:
U.S. Government and agency .....c.covrurerrrerereesrresenseseensnnnns $30,459 $ 4 $(1,143) $29,357
Other SECUTITIES .evrvirrierieriererereieerinrererirensseseesasserenaoessessrneas 256 5 3) 258
EqUILY SECUTILIES....cvevrereirreeirietieeceisiereieicrc ettt 171 2 (7) 166
Total investment SECUTITIES .....oveeveveererecirieeeieee e 30,886 48 {1,153) 29,781
Mortgage-backed securities:
U.S. Government and agency .....cocvevevueverererrerrierreresesvessens 17,780 441 (23) 18,198
Private iSSUE .cvvvveevrvieiererirrerieneiererenestnessesessesessveesrssesnevenes 10,117 264 (11y 10,370
Total mortgage-backed securities.........cocoovvnrenrrvcrcrencnnee 27,897 705 (34) 28,568
Total available-for-sale SeCUITties ........ccevvevreriieriernennnns $58,783 $753 $(1,187) $58,349
December 31, 2600
Amortized Unrealized  Unrealized Fair
Cost Gains Losses Value
(in millions)
Available-for-sale securities
Investment securities:
U.S. Government and agency...........orcreieirnecicceenieenenn. $ 1,432 $ 39 $ (1) $1470
Oher SECUTILIES .....ovreruierieiciec e crteee et 158 1 2) 157
Equity SECUTTLIES....oouiieiiirerent et e 193 1 (1) 183
Total investment SECUTILIES ... ccvvvrvereeiriernreniirreerererennernns 1,783 41 (14) 1,810
Mortgage-backed securities:
U.S. Government and agency ....c..ceurecrierrrererresessreseercsverens 24,639 123 (191) 24,571
Private ISSUE ..evuveeveeviiiieeieieiieeeseerenaeseeesreeessessassesseesessesnsesne 15,866 64 (152) 15,778
Total mortgage-backed SECUTItIES......cccvivreeriireenrnrrererenne 40,505 187 (343) 40,349
Total available-for-sale securities .......c.ovvvrvmrevrvervrencnn, $42,288 $228 $(357)  $42,159
Held-to-maturity securities
Investment securities:
Other SECUTITIES....evevuivrereereiirie ettt $ 137 $ 3 $ (1) $ 139
Total investment SECULILIES ......ceeverreerereereriecnrerienerecnreneaas 137 3 1) 139
Mortgage-backed securities:
U.S. Government and agency.......cceeevvevcrviercneircnenenrenenens 10,211 30 (107) 10,134
Private ISSUE .covecveiirreiereierieseeie e resesaesesrnseessessesnssasensnessnsnnnons 6,217 49 (53) 6,213
Total mortgage-backed SECUTItIES.....coceveeereirecrieenrirenienne 16,428 79 (160) 16,347
Total held-to-maturity SeCurities .......cocoeveerervcrcrerennnns $16,565 $ 82 $(161)  $16,486

95




WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

For the Year Ended
December 31,

2002 2001 2000
(in millions)

Available-for-sale and held-to-maturity securities

REAIZEA GrOSS GAIMS.... vvvreeriiiiieiiiieie ettt bbb sess e sesssesssenens $1,424  $911  $27
Realized gross losses (622) (194) (29)
Realized net gain (10SS) ...ccorvieiieuniiriiieeiceen ettt $ 802 $717 $(2)

Proceeds from sales of securities in the available-for-sale portfolio during 2002, 2001 and 2000 were
$74.72 billion, $51.87 billion and $3.84 billion.

Fair value of debt securities by contractual maturity was as follows:

December 31, 2002

Due After One After Five After
Total Within But Within But Within Ten
Amount Yield® One Year Yield") Five Years YieldV Tem Years Yield® Years Yield!V

(dollars in millions)

Available-for-sale debt securities
Investment securities:
U.S. Government and agency...... $15137 516% $ 1 6.61% $1,118 4.34% $§13,247 518% % 771 5.88%

Other SeCUItIEs.....ooorrvmrmrnirarenne 325 5.67 30 6.00 41 6.05 40 5.67 214 555
Total investment securities ....... 15462 517 31 6.02 1,159 4.40 13,287 5.18 985 5.81
Mortgage-backed securities®®:
U.S. Government and agency...... 20,227 4.86 43 5.48 92 5.50 211 5.64 19,881 4.85
Private iSSUE ...c.ccccverireeeeererensenenns 8,148 4.48 - - 1 5.12 29 8.88 8,118 4.46
Total mortgage-backed
SECUTTHES 1ovvviveiarieiererennans 28,375 475 43 5.48 93 5.50 240 6.08 27999 473
Total fair value of debt

SECUTITIES .ovviiieeiicriciinnas $43,837 4.90 $74 5.70 $1,252 4.48 $13,527 520 828,984 4.77

) Weighted average yield at end of year is based on the amortized cost of the securities.
@ Morigage-backed securities were allocated based on contractual principal maturities assuming no prepayments.

In addition to U.S. Government and agency mortgage-backed securities, the securities portfolio
contained investment grade private issue mortgage-backed securities of $7.91 billion at December 31, 2002,
which included $7.74 billion of mortgage-backed securities originated by Washington Mutual Bank, FA
(“WMBFA”) and $9.02 billion at December 31, 2001, which included $6.25 billion of mortgage-backed
securities originated by WMBFA.

Pledged securities having a fair value of $16.69 billion and an amortized cost of $16.07 billion are also
subject to certain agreements which may allow the secured party to either sell, rehypothecate or otherwise
pledge the securities. These amounts have been separately identified in the Consolidated Statements of
Financial Condition as encumbered. In addition, securities with an amortized cost of $11.20 billion and a
fair value of $11.44 billion were pledged to secure public deposits, other borrowings, FHLB advances and
access to the Federal Reserve discount window. At December 31, 2002, the Company has accepted
$1.69 billion in securities as collateral with rights to repledge.
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Note 4: Loans Held in Portfolio

Loans held in portfolio consisted of the following:

December 31,
2002 2001
(in millions)

Loans held in portfolio:
Loans secured by real estate:

HOMNE J0AMS vttt sttt sttt e ebb e ene e s eenensssreeeneesseneeeesesenenssennenaeeaes $ 82,842 $ 79,624
Purchased specialty mortgage finance ... 10,128 8,209
TOtal HOME JOANS ..t vireeeeeieieeee ettt s et s e st s s e ere e st et seree e 92,970 87,833
Home construction loans:
BUIIAEID ettt ettt ettt stsae s st e s e e e e etanoaea 1,017 1,623
CUSEOIMID) .ot ettt ettt rs ettt et srnse et et ees et ees st et e teteenaes 932 979
Home equity loans and lines of credit:
Banking SUDSIAIATIES ....c.vvrivvreecn ittt s r e, 16,168 7,970
Washington Mutual FINAnce .......ccooviiiiiiiiiiiiier e 1,930 2,100
IMUTE-FAMIIY®Y Lottt be e e b e eaes s n et 18,000 15,608
Other T8A] ESTATEM) ...viviiiveceiic ettt ettt en e 7,986 6,089
Total loans secured by real eState ......cociicineiiiineciiinsicee e 139,003 122,202
Consumer:
Banking SUDSIAIATIES ....cvevevereereienieieereti ettt et ettt stars 1,663 2,009
Washington Mutual FInance ... 1,729 1,755
COMIMETCIAL DUSINIESS ...t e ettt e ettt es st e e e e e e e e e etae e e s sataeeeesesresssnesesee e 5,133 4,285
Total loans held in portfolio® ......cvvviiiviieerieereice e $147,528 $130,251

M Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale.

@ Represents construction loans made directly to the intended occupant of a single-family residence.

@ Includes multi-family construction balances of $491 million in 2002 and $385 million in 2001.

@ Includes other commercial real estate construction balances of $469 million in 2002 and $608 million in 2001.

&) Inctudes net unamortized deferred loan origination costs of $596 million at December 31, 2002 and $541 million at December 31,
2001.

The amount of impaired loans and the related allowances were as follows:
December 31,

2002 2001
(in millions)

Impaired loans:

WILh LLOWATICES. c..veviiiscicrrces ettt ettt n bt ne e s $ 418 $ 358
WiIthOUt AlIOWAIICES ...ecviriiieitieecierir ettt bbb e s 899 713
$1,317 $1,071

Allowance for impaired I0ANS......c.cooeiiiiiiiiin et $ 216 § 69

The average balance of impaired loans and the related interest income recognized were as follows:
Year Ended December 31,
2002 2001 2000
(in millions)
Average balance of impaired 10ANS......covevveerriiieeierer s $1,248 $910 $566
Interest InCOMe IECOGNIZEM.......coiiviviiiiiiiiii et 67 76 38

Loans totaling $75.20 billion and $73.17 billion at December 31, 2002 and 2001 were pledged to secure
advances from FHLBs.
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Changes in the allowance for loan and lease losses were as follows:

Year Ended December 31,
2002 2001 2000
(in millions)

Balance, beginning Of YEAT .......cccvvrrireiicice et et $1,404 $1,014 $1,042
Allowance acquired through business combinations ..., 148 120 -
Allowance for transfer to loans held for sale ... (31) - (36)
Allowance for certain loan cOMMItMENTS. ...t s (52) - -
Provision for 1oan and 1€ase 10SSES .....coveeriiirineiicieiieniiieni s e e 595 575 185

2,064 1,709 1,191

Loans charged off:
Loans secured by real estate:

HOINE JOANS 01 icviterenericriaeeevers s teecn e s eseacaesbsneenbtsebateaessseateneasisstasneesstsbineneoncaccssasscocs (52) (29) (19)
Purchased specialty mortgage finance ... (33) (25) 4)
Total home 10an charge-offs.........cccoivvmiricinminiiirieicciiiscrecsce e ccvinenaee (85) (54) (23)
Home construction 10ans™ .........oocneirniei e (1) - (1)
Home equity loans and lines of credit:
Banking SubSIGIATIEs ........ccvervreuririreriiriemiirriee ettt br e (14) 4 (3)
Washington Mutual FINAnCe ...t (12) (8) 3)
MU BRI oo es e reee s cessesssssseesene et 1) - )
Other 18l ESTALE ..ot e s {60) (35) 4)

Total loans secured by real estate
Consumer:

(173)  (101)  (36)

Banking SUDSIAIATIES ........iveceeriieeeenr vttt s bbb s (70) (51) (41)
Washington Mutual FInance ... e sneeses (170)  (138)  (117)
ComMETCIAl DUSINESS.c..veuviueiireiniiiciiet ettt bbb ev bt r s e (73) (49) 9)
Total loans charged Off ... s (486)  (339)  (203)

Recoveries of loans previously charged off:
Loans secured by real estate:

HOME 0AMNS...cctiiiiricniis et s 2 2 1
Purchased specialty mortgage finance ..o - - 1
Home equity loans and lines of credit:
Banking SubSidiaries ... s 1 1 -
Washington Muttal FINanCe ... - - -
MUlti-family....oc.cooiii i s 1 - 1
Other T€Al ESTALE.....coviviieiircict it eb et st bbb bbb b ens 12 3 1
Total loans secured by real estate charged off .........ccoovvenniicnnnnnice 16 6 4
Consumer:
Banking SUbSIAIATIES .......ccooivmmiiiiiiie e e s 13 4 4
Washington Mutual FIRAnCe .......ceceviiiiineiieineincrcen it sinee e 19 18 17
Commercial BUSINESS .....cc.eviiviriieie i s 27 6 1
Total recoveries of loans previously charged off ......coooveoiiercniininc 75 34 26
Net Charge-0ffs ..o et e (411)  (305) 177
Balance, end Of JEAT ......ooireiincriiice et oo s $1,653 $1,404 $1,014

() Represents loans to builders for the purpose of financing the acquisition, development and construction of single-family
residences for sale and construction loans made directly to the intended occupant of a single-family residence.

The total amount of loans which were 90 days or more contractually past due and still accruing
interest were $60 million, $86 million and $45 million at December 31, 2002, 2001 and 2000.

The total amount of nonaccrual loans held in portfolio at December 31, 2002 and 2001 were
$2,257 million and $2,030 million.
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Note 5: Mortgage Banking Activities
Securitization of Assets

During 2002, 2001 and 2000, the Company sold mortgage loans and servicing rights in securitization
transactions and retained servicing responsibilities as well as senior and subordinated interests. The
Company receives annual servicing fees equal to a percentage of the outstanding balance and rights to cash
flows remaining after the investors in the securitization trust have received their contractual payments. The
allocated carrying value of loans securitized and sold during the years ended December 31, 2002, 2001 and
2000 were $163.60 billion, $102.05 billion and $16.90 billion. Investors and securitization trusts do not have
any recourse to the Company for loans securitized and sold during the years ended December 31, 2002 and
2001. The Company realized pretax gains of $1.57 billion, $899 million and $189 million on these
securitizations for 2002, 2001 and 2000. During 2002 and 2001 the Company sold $516 million and
$5.75 billion allocated carrying value of loans securitized in prior years and recorded pretax gains of
$6 million and $103 million from these sales.

Key economic assumptions used in measuring the value of retained interests (excluding MSR)
resulting from securitizations completed during the years ended December 31, 2002, 2001 and 2000, and
accounted for as sales at the date of securitization, were as follows (rates are per annum and are weighted
based on the principal amounts securitized):

Fixed-Rate Adjustable-Rate
Mortgage Loans Mortgage Loans
Government Government
Sponsored Sponsored  Privately
Enterprise Enterprise Issued
Year Ended December 3%, 2002
Constant prepayment rate™ .........oovevrviscnrnrenesvesneeeesennsesenns 35.84% -%  24.26%
Expected-weighted-average life (in years).......cevevrevnivireeieniiinnee 5.3 - 3.3
DISCOUNL TALED v ssesssss st sabesassssenes 6.29% - 3.87%
Year Ended December 31, 2001
Constant prepayment ratell ... ....cocovieieniieniensenses s - - 23.22%
Expected-weighted-average life (in years)........ccoevevevrrererecneenes - . - 3.6
DISCOUNT TALE® (...iriiiiiietiee e ee v te et ta s sses - - 5.45%
Year Ended December 31, 2000
Constant prepayment rate™h) .......ovevrrcnrinemrernernesenesseeneensaennens - 20.00%  20.00%
Expected-weighted-average life (in years).....cocveveernnnicnnncns - 8.3 9.7
DiSCOUNE TALED ...ttt et - 6.65% 7.90%

M Represents the expected lifetime average.

@ Represents the return of U.S. Treasury instruments of a particular duration plus an estimate of the incremental rate of return
over those instruments demanded by investors taking into consideration the additional risks (e.g., credit or liquidity) associated
with a particular security.
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Static pool losses are calculated by summing the actual and projected future credit losses and dividing
them by the original balance of each pool of assets. As of December 31, 2002, static pool losses for all
adjustable- and fixed-rate government sponsored enterprise and privately issued assets and specialty home
loan assets that were valued using specific credit loss assumptions were not material.

At December 31, 2002, key economic assumptions and the sensitivity of the current fair value of
retained interests (excluding MSR) to immediate changes in those assumptions were as follows:

December 31, 2002

Fixed-Rate Adjustable-Rate
Mortgage Loans Mortgage Loans
Government Government
Sponsored Sponsored  Privately
Enterprise Enterprise Issued
(dollars in millions)
Fair value of retained iNTEIESES ...eovvvviieeeerisiee st esre st reseseenne $2,066 $1,115 $7,459
Expected-weighted-average life (in years).......c.cocccvernernevenncnnenen. 3.6 5.2 32
Constant prepayment ratet) ..o 51.69% 22.00%  27.16%
Impact on fair value of 25% decrease........ococvecvernerererecnnnenenn. $ 23 $ 10 $ 17
Impact on fair value of 50% decrease.......c..cccoevnriirerinnccenenn, 56 27 45
Impact on fair value of 50% INCrease ........cccoevicrvcrincnnennn (30) (15) (22)
Impact on fair value of 100% InCrease .....ccoocevvirevcernvcvivrenenones 47 (24) (33)
DASCOUNT TALE 1..cvvevrieeeererienerterreeeie ettt ebcene e 5.31% 3.63% 3.75%
Impact on fair value of 10% decrease.......ccccovvvivniiniininnnnnnn, $ 26 $ - $ S
Impact on fair value of 25% decrease.........ccoeevvcemiecriinncncnnn, 96 (1 14
Impact on fair value of 25% INCrease ..........ccceveeeerecenrecrecneneenne (59) 1 (8)
Impact on fair value of 50% InNcrease ........cccvvevvirverniiinnceniiinins (112) 1 (27)

) Represents the expected lifetime average.

In 2002, the Company recognized $125 million in pretax gains for specialty home loans retained
interests that are marked to market through other noninterest income.

The table below summarizes the current fair value of retained interests (excluding MSR) categorized
by credit rating:

December 31, 2002
(in milliens)

Credit rating:

AAA bbb ettt ek bbb ea s $ 7,441
AGENCY INSUTEA 1ottt et ettt bbb st et b e sas e bbb e e e s e b e eneees 3,181
INOE TALEA ..ottt bt s s e e b n e eeben 154

TOTAL ettt ettt ettt st et er et et ee e et seantenne st eeenae st et seresnrean $10,776
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Key economic assumptions used in measuring the value of all capitalized MSR created during the
years ended December 31, 2002, 2001 and 2000, including securitizations recorded as sales, securitizations
entirely retained, and whole loan sales, were as follows (rates per annum):

Fixed-Rate Adjustable-Rate
Mortgage Loans Mortgage Loans
Government
Sponsored Privately All Specialty
Enterprise  Issued Types Home Loans
Year Ended December 31, 2002
Constant prepayment rate® ........ccoovvernninnrnnnnns 14.75% 2600%  28.25% 40.00%
Cash flows discounted at.......ccocooovvvveviiiinniinveennenns 9.00 10.25 11.50 14.25
Year Ended December 31, 2001
Constant prepayment rate® . ...........occoerivvirninnnnens 9.50% 10.50%  24.50% 32.00%
Cash flows discounted at.......cccocevvveccivnrireeccerennnns 9.75 13.50 15.50 14.00
Year Ended December 31, 2000
Constant prepayment rateM..........c.ooerivenveennrennnns 10.50% 12.00%  23.50% 30.90%
Cash flows discounted at.......ccovivirvecrninieneeeennnnns 9.00 12.00 13.00 14.00

() Represents the expected lifetime average.

At December 31, 2002, key economic assumptions and the sensitivity of the current fair value for
home loans MSR to immediate changes in those assumptions were as follows:

December 31, 2002
Mortgage Servicing Rights

Adjustable-
Fixed-Rate Rate
Mortgage Loans Mortgage Loans
Government
Sponsored Privately All Specialty
Enterprise Issued Types Home Loans
Fair value of home 1oan MSR.....ccoccovvvvvcievrirecieeeen, $ 3,475 $ 469 $1,261 $ &4
Expected-weighted-average life (in years).......ccoeeee. 3.4 29 3.8 1.8
Constant prepayment rate) ..........coveveevereennieerennns 3452%  39.00% 24.69% 43.80%
Impact on fair value of 25% decrease.......ccoovvernnne $1,076 $ 160 $ 250 $ 23
Impact on fair value of 50% decrease........ccccvvnnene 2,678 400 620 58
Impact on fair value of 25% increase.........cccecenneee. (771) (117 (190) (17)
Impact on fair value of 50% increase..........coeun..... (1,451) (229) (353) (33)
Future cash flows discounted at.......c.coccovvviinvecnnencnn. 8.49% 9.86% 9.86% 19.59%
Impact on fair value of 10% decrease...........oeuc... n/a n/a n/a $ 2
Impact on fair value of 25% decrease.........ocoueveeenes $ 169 § 23 $ 93 5
Impact on fair value of 50% decrease........c.couvuneeee. 360 48 204 n/a
Impact on fair value of 25% increase..........ccceueueee. (151) (20) (78) %)
Impact on fair value of 50% increase.......cooevevneee. (287) (38) (145) (8)

() Represents the expected lifetime average.

These sensitivities are hypothetical and should be used with caution. As the table above demonstrates,
the Company’s methodology for estimating the fair value of MSR is highly sensitive to changes in
assumptions. For example, the Company’s determination of fair values uses anticipated prepayment
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speeds. Actual prepayment experience may differ and any difference may have a material effect on MSR
fair value. Changes in fair value based on a variation in assumptions generally cannot be extrapolated
because the relationship of the change in assumption to the change in fair value may not be linear. Also, in
this table, the effect of a variation in a particular assumption on the fair value of the MSR is calculated
without changing any other assumption; in reality, changes in one factor may result in changes in another
(for example, increases in market interest rates may result in lower prepayments, but credit losses may
increase), which may magnify or counteract the sensitivities. Thus, any measurement of MSR fair value is
limited by the conditions existing and assumptions made as of a particular point in time. Those
assumptions may not be appropriate if they are applied to a different point in time. Refer to Note 1 to the
Consolidated Financial Statements ~ “Summary of Significant Accounting Policies” for further discussion
of how MSR impairment is measured.

The table below summarizes certain cash flows received from and paid to securitization trusts, except
as footnoted below:

Year Ended December 31,

2002 2001 2000
(in millions)
Proceeds from new securitization Sales...........cceeevvieonieinenneeiereineernnees $165,690 $109,188 $17,012
Principal and interest received on retained INterests.........ccouvevevercevirnenns 1,925 1,633 360
Servicing fees reCeivedV... ..o e 1,822 1,260 276

Loan repurchases!) (6,837)  (1,502) 177)

M Amounts include cash received/paid related to all transfers of loans, including securitizations accounted for as sales,
securitizations retained and whole loan sales.

The tables below present quantitative information about delinquencies, net credit losses, and
components of securitized financial assets and other assets managed together with them (excludes
securitized assets that an entity continues to service but with which it has no other continuing
involvement):

Year Ended
December 31, 2002 December 31, 2062
Unpaid Principal Amount
Principal of Loans on Net
Balance Nonaccrual Status'V Credit Losses
(in millions)
MOTEZAZE 10ANS ...cvveeievrrevsieereresraseseesesesessssrss s $128,067 $1,188 $ 54
Specialty home 10ans.......cccceevveeninnn s 14,791 1,428 61
Total loans Managed .........ccceeererieereeerenneeeesneeans $142 858 $2,616 $115
Consisting of:
Loans sold, including securitizations..........ccooeveerevrunene. $ 23,539
Loans held for sale and held in portfolio.........c.ceunne. 106,570
Loans securitized and retained........cccovuevevevviereerenneenns 12,749
Total loans managed ........c.cceevriieienncncccnereen $142,858

M Refer to Note 1 to the Consolidated Financial Statements — “Summary of Significant Accounting Policies™ for further discussion
of loans on nonaccrual status.
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Year Ended
December 31, 2001 December 31, 2001
Unpaid Principal Amount
Principal of Loans on Net
Balance Nonaccrual Status® Credit Losses
(in millions)
MOTtZage 10ANS ...c.cecvvveverrieieeeriearses et $129,901 $1,289 $36
Specialty home 10ans ..., 9,481 1,036 21
Total 10ans MANAZEd .....ovevvurererirrcrereeierie e $139,382 $2,325 $57
Consisting of:
Loans sold, including securitizations..........coevevererennn, . $ 23,496
Loans held for sale and held in portfolio.........c.......... 101,995
Loans securitized and retained.......oceecvvveeeecverncrnnenne 13,891
Total 10ans MANAZE ...ovcvirrireererannernrirnreereesacensacsrenes $139,382

M Refer to Nate 1 to the Consolidated Financial Statements ~ “Summary of Significant Accounting Policies” for further discussion
of loans on nonaccrual status.

Year Ended
December 31, 2000 December 31, 2000
Unpaid Principal Amount
Principal of Loans on Net
Balance Nenacecrual Status® Credit Losses
(in millions)
MOFtgage 10ANS .....c.ovvvveererereerere e $115,058 $563 $30
Specialty home 10anS ......c.ccvvevveienincrinsicererneenesaresieanens 6,005 267 9
Total loans Managed........coooeeecvererreeinrerrienineneeinars $121,063 $830 $39
Consisting of:
Loans sold, including securitizations.........c.coveveeveireennns $ 9,432
Loans held for sale and held in portfolio.................... 79,178 -
Loans securitized and retained.......cccvvveeviirveneeeninne 32,453
Total loans Managed ........covvvervnreceere e $121,063

() Refer to Note 1 to the Consolidated Financial Statements - “Summary of Significant Accounting Policies” for further discussion
of loans on nonaccrual status.
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Loan Servicing

Home loan mortgage banking income (expense) consisted of the foliowing:

Year Ended December 31,

2002 2001 2660
(in millions)

L0AN SETVICING TEES vttt et tster sttt sttt s s res s an e $2,237 $1375 §$295
Loan subServiCing fEeS ......cvvvrrrirrreiercreeercerecce sttt 100 24 -
Amortization Of MSR ...t e (2,616) (1,054) (133)
Impairment adjustment..........cccovcivninnmicinreciniecenorcteicirereienc st erions (3,219)  (1,701) )]
OHhET, DB oot e s e (371) (165) (19)

Net home loan servicing (EXpense) iNCOME .....ccovvevervieiirerinereenrereerenencnns (3,869) (1,521} 134
Revaluation gain from derivatives ........ccccoevveeoereiciicriiinssceresess i 2,517 - -
Net settlement income from certain interest-rate SWaps .......cocovervvecereernieninnene 382 - -
Gain from mortgage LOANS ......cooeeieriericenieiniiteree ettt e a e 1,280 963 262
GNMA pOOl BUY-OUL IMCOMIE ...evievriiviceeeireeriereerienneeneesreseesresaessreseessesseereesmeennenee 319 2 -
Loan related INCOME.....oceiicirrciiiicee it 268 156 35
Gain on sale of originated mortgage-backed securities...........cooceevvinvennnnnne 34 117 2

Total home loan mortgage banking income (€Xpense)......ccccererrevirnrereneenaes $§ 931 § (283) §$433

Changes in the balance of MSR, net of the valuation allowance, were as follows:

Year Ended December 31,

2002 2001 2000
(im millions)

Balance, beginning Of Year......ccovvviiniviicnnei e $6241 $1,017 $ 643
Home loans:

Additions through acqUiSItionS........ccovierinieriniiinesr e 1,888 4,818 -

Other additiOnS ..vveeeveeeiieeiie s r e s bae s tre s erbe s e ebbeeaenes 4,031 3,323 516

AMOTHZAION c.c..eoviiiiiriiiei et ettt se e acane (2,616) (1,054) (133)

Impairment adjustment........cocieveiimriiiin e erens (3,219) (1,701) 9)

Sale Of SEIVICIIE .voveviieiiici vttt st st (997) (174) -

Net change in commercial real estate MSR.......ccovvriivcnienieninieinnir e 13 12 -

Balance, end Of Year. ..ot s $5341 $6241 $1,017

@ At December 31, 2002, 2001 and 2000, aggregate MSR fair value was $5.38 billion, $6.27 billion and $1.13 billion.

Changes in the valuation allowance for MSR were as follows:

Year Ended December 31,
2002 2001 2000
(in millions)

Balance, beginning Of YEar ..ot enee s rcene $1,714 § 13 $ 4
IMpairment adjuStmEnt........ccuerreeeieeereeierieniecneen ettt ettt et s e vt s srebens bt esens 3,219 1,701 9
SAlE OF SEIVICINZ.c.veviiiiiiieieieriiie et sttt te et sass e s e et et ete e nanataaseasesanns (412) - -

Balance, €nd Of YEAT .oveveieieirei e esi ettt et eb et ann 84,521 $1,714 $13
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At December 31, 2002, the expected weighted average life of the Company’s MSR was 3.4 years.
Projected amortization expense for the gross carrying value of MSR at December 31, 2002 is estimated to
be as follows (in millions):

2003 ettt strer ettt ettt skttt sd bbbk r et sttt ben s $ 2,921
2004 ..ottt bbb ekt et et b et b et 1,696
2005 ..ot ettt etk a et f bk b et e b et se bRk eneat et areseraten 1,156
2006 ... e e bbb e 853
2007 ettt ek e e e bR b e sa bbb 651
ASET 2007 ittt e ekt ettt 2,585
Gross carrying value of MSR ..ot 9,862
Less: valuation allOWanCe ........c.cvevveveiiniieiccicir ettt enene (4,521)

Net carrying value of MSR ..ot rns $ 5,341

The projected amortization expense of MSR is an estimate and should be used with caution. The
amortization expense for future periods was calculated by applying the same quantitative factors, such as
actual MSR prepayment experience and discount rates, that were used to determine amortization expense
during 2002. These factors are inherently subject to significant fluctuations, primarily due to the effect that
changes in mortgage rates have on loan prepayment experience. Accordingly, any projection of MSR
amortization in future periods is limited by the conditions that existed at the time the calculations were
performed, and may not be indicative of actual amortization expense that will be recorded in future
periods.

Changes in the portfolio of loans serviced for others were as follows:

Year Ended December 31,

2002 2001
(in millions)

Balance, beginning Of YEaT.......cocvviveirireeierrcrnt e sttt sbe e s seen $ 382,500 § 85,875
Home loans:

Additions through acquiSitions ..........ceeeciviviiincriiini e, 178,884 255,434

Other additIONS .......ccoievvivirieeeieerreretr ettt ettt sr et ea e teneennes 249,855 143,235

SALES .t - (6,538)

Loan payments and Other ........ccccoieniieiiinncectccicncn et (208,337)  (96,674)

Net change in commercial real estate loans serviced for others ... 1,602 1,168

Balance, end Of YEaT ..ot $ 604,504 $382,500

WMBFA and Washington Mutual Bank (“WMB”), wholly owned subsidiaries of Washington Mutual,
Inc., are approved Government National Mortgage Association (“GNMA”) issuers. WMBFA and WMB
are required to comply with the GNMA Mortgage-Backed Securities Guide (the “GNMA Guide”), which
includes minimum standards of net worth. Washington Mutual, Inc., WMBFA and WMB are required to
ensure they meet the minimum net worth requirements throughout the year and are required to submit
annual net worth calculations within 90 days after their fiscal year end. Because WMB’s consolidated
financial statements are not audited, the parent holding company of WMB, Washington Mutual, Inc., is
also subject to the minimum net worth requirements. The GNMA Guide establishes minimum net worth
requirements based on the size of the GNMA commitment authority issued and the outstanding balance of
all GNMA securities. The adjusted net worth of Washington Mutual, Inc., WMBFA and WMB is
determined by reducing equity by the amount of unacceptable assets for purposes of the calculation, which
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include goodwill, unrealized gains on securities available-for-sale, and other unacceptable assets. If
Washington Mutual, Inc., WMBFA and WMB fail to comply with the minimum net worth requirements
established by the GNMA Guide, GNMA may suspend or terminate WMBFA's and WMB’s status as an
issuer if the deficiency is not corrected in a timely manner.

Following are the GNMA net worth requirements and the adjusted net worth of Washington
Mutual, Inc., WMBFA and WMB as of December 31, 2002 and 2001.

Washington Mutual, Inc.

Year Ended December 31,

2002 2001
(in millions)
Required net WOrth .o i s ereseresesnens $ 1 % 1
Adjusted net WOTth .....ooccovivvinriieen e 6,854 10,431
EXCESS NEt WOTITR c.ovviiiieiiciie et 3 6,853 $ 10,430
WMBFA
Year Ended December 31,
2002 2001
(in millions)
Requited NEt WOITH ..oveveicviiicnic e eene et $ 179 8 128
Adjusted net WOTth ..o e 8,250 9,821
EXCESS NET WOTTR ...viivviveiiiceiieieriere ettt see v e eneerees $ 8071 § 9,693
WMB
Year Ended December 31,
2002 2001
(in millions)
Required net WOIth ..o, $ 1 3 1
Adjusted net WOTth oot 1,921 1,759
EXCESS NEt WOTtR ..oviieeiee ettt $ 1920 $ 1,758

Nete 6: Goodwill and Other Intangible Assets

The Company performed a transitional impairment test on the goodwill of each reporting unit using a
discounted cash flow model and determined that the fair value of each reporting unit’s total assets, net of
total liabilities, exceeded the recorded book value of that reporting unit and its goodwill at January 1, 2002.
During the third quarter of 2002, the Company performed its annual impairment test and concluded there
was no impairment to the book value of the Company’s goodwill. Absent any impairment indicators, the
Company expects to perform its next impairment test during the third quarter of 2003.

Statement No. 147 requires that an unidentifiable intangible asset that is recognized in an acquisition
of a financial institution, which is accounted for as a business combination, in which the liabilities assumed
exceed the identifiable assets acquired, be recorded as goodwill and subject to the accounting standards set
forth in Statement No. 142. The Company, which owns intangible assets of this nature, reclassified
$167 million from intangible assets to goodwill and restated the financial statements to remove $17 million
of amortization expense, net of taxes, for the year ended December 31, 2002, as required by this standard.
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Had the Company been accounting for its goodwill under Statement No. 142 for all periods presented,
the Company’s net income and earnings per share would have been as follows:

Year Ended December 31,

2002 2001 2000
(in millions, except per share
amounts)
Net Income:
Income before IMCOME tAXES.......ovvviieeeceeee e ese e e s e s e ee st eesreneesarsetareas $ 6,154 $4932 § 2984
Add back: goodwill previously amortized®.......c.cccrrirminnincninnnns - 139 83
Income before income taxes, excluding amortization of goodwill ............. 6,154 5,071 3,067
INCOME TAXES c.vvvveriereieiertcr ettt s (2,258) (1,834) (1,101)
Net income, excluding amortization of goodwill .......c.coccecviciniinneniinnns 3,896 3,237 1,966
Redeemable preferred stock dividends.........ocovcevinvnenneeninncnieie e (5) (7) -
Adjusted net income attributable to cOMMON StOCK w.vvvovivvienrrivereevecnienans $3891 $3230 $ 1,96
Basic earnings per share:
Net INCOme, as TEPOTTEA ...c.eovorivrieirreireretrtit sttt eren e esenee $ 412 § 365 § 237
Goodwill amortization, Net Of TAX .cvovvee it - 0.14 0.08
Adusted NEt INCOME ...oviviiieieie et e e et e e e reens 412 3.79 2.45
Diluted earnings per share:
Net iNCOME, S FEPOTIEA ..vvvereririerrecerereirie ettt ereeees $ 405 $ 359 § 236
Goodwill amortization, net Of 1aX. ..o iciviriiieii e - 0.14 0.08
Adjusted Net INCOME ...coiiiviriiiicric et et e e 4.05 3.73 2.44

M Includes amounts amortized prior to the adoption of Statement No. 142 and Statement No. 147.

Changes in the carrying amount of goodwill for the year ended December 31, 2002, by reporting unit
were as follows:

Year Ended December 31, 2002

Banking and Home Loans Specialty Finance

Financial and Insurance WM Commercial
Services Services Finance Lending Total
(in millions)

Balance at January 1, 20020.......ccccovviirrennnenn, $ 630 $1,179 $59 $ 307 $2,175
Additions related to Dime......cccccoovvvievvicnnenn. 2,472 839 - 733 4,044
01T OO 34 19 ) - 51

Balance at December 31, 2002 ...ccooevriveviecnnn, $3,136 $2,037 $57 $1,040 $6,270

M The balance at January 1, 2002 has been restated to reflect the adoption of Statement No. 147.

During the first quarter of 2002, the Company acquired a $223 million core deposit intangible as a
result of the Dime acquisition. During the second quarter of 2002, the Company increased goodwill
associated with the Dime acquisition by $59 million due to various adjustments to the fair values assigned
to the assets received and liabilities assumed and a $77 million adjustment of the total purchase price
related to the valuation of Dime stock options. During the third quarter of 2002, the Company increased
the goodwill associated with the Dime acquisition by $32 million due to an adjustment of $17 million
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related to the Dime auto-finance loan portfolio and an increase in the estimated accumulated
post-retirement benefit obligation for Dime employees of $15 million.

Intangible asset balances (excluding MSR) as of December 31, 2002 were as follows:

December 31, 2002

Carrying  Accumulated Weighted Average
Amount  Amertization Net Useful Life
(im millions)
Core deposit intangible asSets........cocievvrvuererrrinrrereereenn. $633 $322 $311 8.5 years
Other Intangible assets ....oovvereririiinniciineneenin e 2 2 - 10 years
Total intangible @SSEts ........coceevveeieeireriieneirerrereseeesniens $635 $324 $311 8.5 years

The Company has no identifiable intangible assets with indefinite useful lives.

Amortization expense for the net carrying amount of intangible assets (excluding MSR) at
December 31, 2002 is estimated to be as follows (in millions):

2003 ettt ettt ettt e s sttt cnn b ra $ 61
2004 ... ceieere ettt ettt et ettt b e e b o g R e Ree e s e e e h e ke s Re s e e kst et e e b e et sa et nbenae s 56
2005 ... ettt e et rh e sa s e e R e R AR e bk b e AR nat o R e e R ee b b s e shesa e n e beneeneeiens 52
2006ttt et e e e e s na s nrene e 52
2007 .ceeetreireeerereerereses et sassae s v s e s st es ekt be bt aat et e r e be st She et E e ke hese e st eb s ebear e rssaentnrtsanan 51
ATEET 2007 .ottt st et e et b ekttt st b stk b ettt ea e reees 39

Estimated future amortization expense of intangible assets ........c.ovvvverevnieerervrcniecriennns $311

Note 7: Other Assets

Other assets consisted of the following:

Year Ended
December 31,
2002 2001

(in millions)
Premises and SqQUIPIMENT .. ...ccvvrerieiveeeriieieresessessesetesessseesseessessesssssesesess sesssssesasesssenes $ 2,862 $ 1,999
Investment in bank-owned life INSUTANCE .......ccovvviiiereciri et e re et 2,544 1,535
Accrued INErest FECEIVADIE . ..vciiiveiiieiiie ittt et e s tee e tae e an s e errae s beeeeneees 1,439 1,426
FOTECIOSEA ASSEES 1vvvieiiriiirieeiitreeier e ecneisetreesaeeesressebaesetassetaresesresensrsesebasassesbesssressnreras 336 228
GINMA POO] DUY-OULS ...ttt eren ettt 4,859 1,849
Other iNtangible ASSETS....cociiriririie it v re b sensesicons 311 155
IDETIVALIVES 1ioiitiriieeiiiieeiscesiree et eesnr e eesesebee s e s s aaesesstareseseaeebes e siaaaeassbatbesen sebsssesnsarbeneras 4,105 745
L 11 115 U U O USSP 3,462 2,458
TOA] GLHET BSSEES c.vvivveiieiieeieee e se vt se s restteenseeeseesbsebsseesaseob e ssteassantonnenses $19,918 $10,395

Depreciation expense for 2002, 2001 and 2000 was $362 million, $288 million and $246 million.

The Company leases various financial center offices, office facilities and equipment under capital and
noncancelable operating leases which expire at various dates through 2021 with the option to renew
through 2071. Some leases contain escalation provisions for adjustments in the consumer price index and
provide for renewal options for five- to ten-year periods. Rental expense, including amounts paid under
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month-to-month cancelable leases, amounted to $360 million, $289 million and $197 million in 2002, 2001
and 2000.

Note 8: Deposits
Deposits consisted of the following:
Year Ended December 31,

2002 2001
" (in millions)

Checking accounts:

INEEIESt DEATINEZ .civiveiiirtieiiiicte et r e s b $ 56,132 $ 15,350
INONINEETESE DEATINEZ ...ttt s 35,730 22,386
91,862 37,736
SAVINES ACCOUILS ..nvverieririerenieetite e siesaetiesets et saesassessesressanessesssstareosesbacscaransessonens 10,313 6,970
Money market deposit ACCOUNTS.......ovveteeriirirircrres et ercetrrrretesre s ernereesenesnene 19,573 25,514
Time deposit accounts:
Due WIthin OIE YEAT .c.eeciiiiereiiic et 23,136 30,530
After one year but within fWO YEars .....cccoeeieciinvciiciecrcen s 4,383 2,679
After two but within three YEars .......ocovcivieccvnrireirrreiie e er s esrsenens 2,678 1,732
After three but within fOUr YEATS ...ocvveciiiieriie et : 1,172 468
After four but within five Years. ... 1,560 976
ATLET TIVE JEATS ..ttt ettt rte st e renee e se e sesue st be e ceesbnsaennaneas 839 577
33,768 36,962
TOLAl AEPOSIES ..vuvevrcrirerireeiiensearrisreesersses et e st bbb sr et $155,516 $107,182

Accrued but unpaid interest on deposits included in other liabilities totaled $55 million and
$54 million at December 31, 2002 and 2001.

Time deposit accounts in amounts of $100,000 or more totaled $7.01 billion and $6.92 biilion at
December 31, 2002 and 2001. At December 31, 2002, $1.80 billion of these deposits mature within three
months, $1.02 billion mature in over three to six months, $1.07 billion mature in over six months to one
year, and $3.12 billion mature after one year.

Note 9: Federal Funds Purchased and Commercial Paper

Federal funds purchased and commercial paper consisted of the following:

December 31,
2002 2001
(in millions)

Federal funds PUrChased ........oveieinieiciniccnieetssce i $ 507 $4,339
COMMETCIAL PAPET...veeiirurirerecrnaeireriarteetrasieeriess e taestassesessesbtsessestasbesbssnssassessssssbesonasessssesnen 740 351
Total federal funds purchased and commercial PAPEr .......cccooiviviiiiriciniiiiie $1,247  $4,690

Federal funds purchased had remaining average maturities of 35 days at December 31, 2002
Commercial paper had remaining average maturities of 86 days at December 31, 2002
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Financial data pertaining to federal funds purchased and commercial paper were as follows:

Year Ended December 31,
2002 2001 2000
(doblars in millions)

Federal funds purchased

Weighted average interest rate, end Of YEar.....ccccooeienineereiinniniicnncniins 1.26% 2.02% 657%
Weighted average interest rate during the year........cocvvievnenennnneenneenienreeee 1.90 3.96 6.52
Average balance of federal funds purchased.........ccovveeieriercenncnineererennicnnes $2,919 84,337 $2,856
Maximum amount outstanding at any month end.........ccocoivinnnnniinn 5886 6,167 6,668
Commercial paper

Weighted average interest rate, end of year.........ocoocveniciivcenninncnnncniene, 1.60% 3.03% 6.95%
Weighted average interest rate during the year.......coicincnnninn. 2.02 5.49 5.42
Average balance of cOMMErcial PAPET....c.occveerireriererinerereeniecrsensre e eeeersianens $ 559 $ 469 $ 586
Maximum amount outstanding at any month end.........ccccconiinininnniiinn, 885 973 959

The total interest expense on federal funds purchased and commercial paper was $67 million,
$198 million and $218 million for the years ended December 31, 2002, 2001 and 2C00.

Note 10: Securities Sold Under Agreements to Repurchase

Scheduled maturities of securities sold under agreements toc repurchase (“repurchase agreements”)
were as follows:

December 31,

2002 2001
(irr millioms)
DU WIthinl 30 AAYS ..eucerereerierirrreere sttt ettt st s s e shessn et st nes $ 751 $28,177
After 30 but Withint 90 dayS.......coivreemieriic s 200 2,126
After 90 but within 180 dayS........ccciiicininrcnicnienerrrceneee et ses s 101 -
After 180 days but Within ONE YEAT ...ceevevvcviiiiereieeirerecse st es e - 518
AFET OMNE VAT ..vveniiiiitii ittt s e et e s bbbt sre sresssn b ea 15,665 8,626
Total maturities of repurchase agreements........ceeiveervvierinereiireeinseinree s $16,717 $39,447

Financial data pertaining to repurchase agreements were as follows:

Year Ended December 31,

- 2002 2001 2009
(dollars im millions)
Weighted average interest rate, end Of year......ococvveviercenieniniennneenonnveeneens 213%  1.74%  6.61%
Weighted average interest rate during the year........ccoeeecoiencninnnnens 2.31 4.05 6.62
Average balance of repurchase agreements..........oueeevernereerernerererneesenenne $34,830 $29.,582 $28,491
Maximum amount outstanding at any month end ..o 58,504 39,447 30,726

The total interest expense on repurchase agreements was $804 million, $1,197 million and
$1,885 million for the years ended December 31, 2002, 2001 and 2000.
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At December 31, 2002 interest rate caps, swaps, and swaptions embedded in repurchase agreements
were as follows:

Weighted Weighted Weighted Weighted
Average Average Average Index at Average
Notional Strike Pay Receive December 31, Remaining
Amount Rate Rate Rate Index 2002 Life
(dollars in millicns) (in months)
CaPS.veveeeereeerinas $ 600 7.67% - - 3 month LIBOR 1.38% 19
SWaps...coceeireeerennas 2,750 - 4.73 1.74 3 month LIBOR 1.38 53
Swaptions ............. 6,400 6.14 - - 3 month LIBOR 1.38 8

Note 11: Advances from FHLBs

As members of the FHLBs of San Francisco and Seattle, WMBFA, WMB and Washington Mutual
Bank fsb (“WMBfsb”) maintain credit lines that are percentages of their total regulatory assets, subject to
collateralization requirements. Advances are collateralized in the aggregate by all stock owned of the
FHLBs, by deposits with the FHLBs, and by certain mortgages or deeds of trust and securities of the U.S.
Government and its agencies. The maximum amount of credit, which the FHLBs will extend for purposes
other than meeting withdrawals, varies from time to time in accordance with their policies. The interest
rates charged by the FHLRBs for advances vary depending upon maturity, the cost of funds in the individual
FHLB and the purpose of the borrowing.

Scheduled maturities of advances from FHLBs were as follows:

December 31,
2002 2001

Ranges of Ranges of
Amount Interest Rates Amount Interest Rates

(dollars in millions)

Due Withinl 0Ne Year ...veiivircrieienrere e saeenesesessesenees $29,067 1.25% - 7.07% $36,676 1.75% - 8.04%

After one but Within tWO YEAIS ....cocevvvvrreercnirereeniseennienns 11,266 1.35 - 8.65 13,576 1.75 - 6.03

After two but within three years.......ccoovevveiierncnreenninae 3,228 1.35 - 7.45 6,338 1.82 - 8.65

After three but within four years........cccocovivnniinnnnn 4,211 1.35-5.32 184  2.05-745

After four but within five years ........ccoeoveeeincvriiccrionenne 3,163 1.35 - 6.60 4,211 1.85 -5.32

AFLEr fiVe YEATS..cuveiiiieirerienrinreeiereretenres et 330 2.80 - 8.57 197 2.80 - 8.57
Total advances from FHLBS......cocccvvvvivcvviniecreccnen. $51,265 $61,182

Financial data pertaining to advances from FHLBs were as follows:

Year Ended December 31,

2002 2001 2000
(dollars in millions)
Weighted average interest rate, end of year......c.vvcrvecienienncrennecennenn, 191%  245%  6.57%
Weighted average interest rate during the year ..o, 2.83 4.58 6.39
Average balance of advances from FHLBS ....cooocovvenencrnviesesenennenens $59,449 $63,859 $56,979
Maximum amount outstanding at any month end.........cccecoreerecenieneniriienene 66,206 67,281 59,325

The total interest expense on advances from FHLBs was $1,680 million, $2,924 million and
$3,643 million for the years ended December 31, 2002, 2001 and 2000.
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At December 31, 2002, interest rate caps embedded in advances from FHILBs were as follows:

Weighted Average

Index at Weighted Average

Noticnal Amount Strike Rate Index December 31, 2002 Remaining Life
(dollars in millions) (in months)
$41 7.25% 3 month LIBOR 1.38% 7
Note 12: Other Borrowings
Other borrowings consisted of the following:
December 31,
2002 2001
Interest Interest
Amount® Rate(s) Amount® Rate(s)
(dollars in millions)
Senior notes:
Due in 2002 .o $ - -%$ 1,183 192 - 8.60%
Due in 2003 ...t 1,301 1.54 -7.32 967 2.05 - 6.84
Due i 2004 ....oeiiieicie e 2,213 1.57-7.38 1,898 2.28 - 7.38
Due i1 2003 oo ceree ettt r e 605 7.25-8.25 599 7.25-8.25
DUe in 2006 ...coviiovieiiicreee et raeas 2,765 1.54 - 7.50 3,062 224 -750
Due in 2007 oot 995 5.63 - -
Due in 2008 ...ovoiiireeccieer e e e e s 762 4.38 - -
Due in 2011 oot e a e nree s 501 6.88 497 6.88
Subordinated notes(:
Due 10 2004 ..ot 250 6.50 - 7.88 249 6.50 - 7.88
Due in 2000 ..o ettt e e 100 6.63 99 6.63
Due in 2007 oo e s 236 3.88 240 8.88
Due in 2009 ..o s 158 8.00 160 8.00
DUe in 2010 et 621 8.25 564 8.25
Due in 2011 o et ee e 1,144 6.88 1,018 6.88
Due in 2013 .. st 757 5.50 - -
Trust preferred securities(V:
Due in 2025 o e - - 93 8.25
BUe in 2026 .ottt 149 8.36 149 8.36
Due in 2027 oot e 913 8.21-9.33 727 8.21 - 8.38
Due in 2041 cooviiiiie e 732 5.38 730 5.38
Secured line of credit:
Due in 2003 ..o etee e 994 2.12 - -
L0 11115 G U SO PUUOU USROS 68 - 341 -
Total other DOITOWINGS ....vvvvvereevveresiiereiieserssesisrees $15,264 $12,576

I Inclusive of capitalized issuance costs.
2 Maturities listed are based on contractual terms and do not include redemption or call dates.

At December 31, 2002, the Company is the guarantor of five separate issues of trust preferred

securities, as discussed below:

On May 31, 1997, Washington Mutual Capital I (“WMC I"), a wholly owned subsidiary of Washington
Mutual, Inc., issued $400 million of 8.38% Subordinated Capital Income Securities. In connection with
WMC I’s issuance of these securities, Washington Mutual, Inc. issued to WMC I $412 million principal
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amount of its 8.38% Junior Subordinated Debentures, due 2027. The sole assets of WMC T are and will be
the subordinated debentures.

On January 27, 1997, Great Western Financial Trust II (“GWFT 1I”), a wholly owned subsidiary of
Great Western Financial Corporation, issued $300 million of 8.21% Trust Originated Preferred Securities.
In connection with GWFT II's issuance of these securities, Great Western issued to GWFET II $309 million
principal amount of its 8.21% subordinated deferrable interest notes, due 2027. The sole assets of GWFT
IT are and will be the subordinated notes.

In December 1996, Ahmanson Trust I (the “Ahmanson Trust”), a wholly owned subsidiary of H.F.
Ahmanson & Co., issued $150 million of 8.36% Company-obligated redeemable capital securities,
Series A, of subsidiary trust holding solely Junior Subordinated Deferrable Interest Debentures of
Ahmanson. In connection with the Ahmanson Trust’s issuance of these securities, Ahmanson issued to the
Ahmanson Trust $155 million principal amount of its 8.36% subordinated notes, due December 2026. The
sole assets of the Ahmanson Trust are and will be the subordinated notes.

In May 1997, Dime Capital Trust I (“DMECT I”), a wholly owned subsidiary of Dime Bancorp, Inc.,
issued $200 million of 9.33% Trust Originated Securities. In connection with DMECT [s issuance of these
securities, Dime Bancorp, Inc. issued DMECT 1 $206 million principal amount of its 9.33% Junior
Subordinated Deferrable Interest Debenture due 2027. The sole assets of DMECT I are and will be the
subordinated debenture.

In December 1995, Great Western Financial Trust I (“GWFT 1”), a wholly owned subsidiary of Great
Western, issued $100 million of 8.25% Trust Originated Preferred Securities. In connection with GWFT I's
issuance of these securities, Great Western issued to GWFT I $103 million principal amount of its 8.25%
subordinated deferrable interest notes, due 2025. The sole assets of GWFT I were the subordinated notes
due 2025. The preferred securities and the subordinated notes were callable on or after December 31,
2000. On November 29, 2002, GWFT I redeemed the preferred securities and Great Western redeemed
the subordinated notes.

In the second quarter of 2001, Washington Mutual Capital Trust 2001 (the “Capital Trust”), a wholly
owned subsidiary of Washington Mutual, Inc., issued 23 million units, totaling $1,150 million, of Trust
Preferred Income Equity Redeemable Securities™. Each unit consists of a preferred security having a
stated liquidation amount of $50 and a current yield of 5.38%, and a warrant to purchase at any time prior
to the close of business on May 3, 2041, 1.2081 shares of common stock of Washington Mutual. At any time
after issuance of the units, the preferred security and warrant components of each unit may be separated
by the holder and transferred separately. Thereafter, a separated preferred security and warrant may be
combined to form a unit. In connection with the Capital Trust’s issuance of these securities, Washington
Mutual, Inc. issued to the Capital Trust $1,185 million of 5.38% subordinated debentures, due in 2041. The
sole assets of the Capital Trust are the subordinated debentures.

Obligations of Great Western, Ahmanson and Dime under the above described arrangements were
assumed by the Company. Washington Mutual’s obligations under these and related agreements, taken
together, are guaranteed by the Company.

The Company has a right to defer payment of interest on the debentures at any time for a period not
exceeding the extension period described in the table below with respect to each deferral period, provided
that no extension period may extend beyond the stated maturity of the respective debentures. Distributions
paid on the securities are recorded as interest expense in the Consolidated Statements of Income.
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Financial data pertaining to

Name of Trust

Great Western Financial Trust II

Washington Mutual Capital I
Ahmanson Trust L...oiviniciinnnenniecnns

Washington Mutual Capital Trust 2001...

Dime Capital Trust I

Total trust preferred securities

Name of Trust

Great Western Financial Trust I

Great Western Financial Trust II

Washington Mutual Capital I

Ahmanson Trust 1

Washington Mutual Capital Trust 2001 ..

Total trust preferred securities...

At December 31, 2002 and 2001, the

trust preferred securities were as follows:

December 31, 2002

Aggregate
Liquidation Aggregate Aggregate
Amount of Liquidation Principal

Per
Stated Anpum

Trust Amount of Amount Maturity Interest
Preferred  Common of of Rate of Extension Redemption
Securities  Securities Notes Notes Notes Period Option
(dollars in millions)
$ 300 $9 $ 309 2027 8.21% Ten consecutive On or after
semi-annual February 1,
periods 2007
400 12 412 2027 838  Ten consecutive On or after
semi-annual  June 1, 2007
periods
150 5 155 2026 8.36  Ten consecutive On or after
semi-annual  December 1,
. periods 2026
1,150 35 1,185 2041 538 20 consecutive  On or after
quarters May 3, 2006
200 6 206 2027 9.33  Ten consecutive On or after
semi-annual May 7, 2007
periods
$2,200 $67 $2,267 6.87
December 31, 2001
Aggregate
Liguidation Aggregate Aggregate Per
Amount of Liquidation Principal Stated Anpum
Trust Amount of Amount Maturity Interest
Preferred Common Of of Rate of Extension Redemption
Securities  Securities Notes Notes Notes Period Option
(dollars in millions)
$ 100 $3 $ 103 2025 8.25% 20 consecutive  On or after
quarters December 31,
2000
300 9 309 2027 821 Ten consecutive On or after
semi-annual February 1,
periods 2007
400 12 412 2027 8.38 Ten consecutive On or after
semi-annual June 1, 2007
periods
150 5 155 2026 8.36  Ten consecutive On or after
semi-annual December 1,
periods 2026
1,150 35 1,185 2041 5.38 20 consecutive  On or after
quarters May 3, 2006
$2,100 $64 $2,164 6.70

$875 million and $960 million with the Federal Reserve Bank discount window.

Company had unused secured borrowing lines totaling

The Company, through Long Beach Mortgage Company, had credit facilities in the aggregate amount
of $1.0 billion at December 31, 2002, of which $500 million expired in February 2003 and $500 million

expires in September 2003.
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On August 12, 2002, Washington Mutual, Inc. and Washington Mutual Finance entered into a new
three-year revolving credit facility totaling $800 million. This credit facility replaced the two revolving
credit facilities totaling $1.20 billion that were in effect until August 9, 2002 and provides back-up for the
commercial paper programs of Washington Mutual, Inc. and Washington Mutual Finance as well as funds
for general corporate purposes. The facility was arranged by J.P. Morgan Chase Bank and includes a
syndicated group of banks. At December 31, 2002, Washington Mutual, Inc. had no commercial paper
outstanding and Washington Mutual Finance had $440 million outstanding.

As of December 31, 2002, the Company had entered into fifteen letters of credit with the FHLBs of
San Francisco, New York and Seattle, for a total of $653 million. These letters of credit provide credit
enhancement on housing revenue bonds and certain of the Company’s private issue mortgage-backed
securities.

Note 13: Income Taxes

Income taxes (benefits) from continuing operations consisted of the following:

Year Ended December 31,
2002 2001 2000
(in millions)

Current:

FEABTAL ovviiieciice ettt ettt re s $ 3,091 $1,677 $ 524
State and 10Cal.....ciiiiiii et 386 165 99
Payments i LIEU ...t sbe e e e eta e et saeerens 38 58 34
TOLAl CUTTEIE..oeiiiciiiei et sat e etb et e st be e e s sanres s sasbsaeesenraesens 3,515 1,900 657

Deferred:
FEACTAL ..o et st re e s ser e (1,049) 4 435
State and 10CAL....ccoveeeiierceeer et b e n s r s (168) (12) 42
Payments I HEU v e (40) (66) (49)
Total deferred ... (1,257) (82) 428
TOLAl INCOIMIE LAXES ..vviviireieerereieetienesresnettesesesee e ssesasssnesstsnessesessaneanssnenes $ 2,258 $1,818 $1,085

Provisions of the Small Business Job Protection Act of 1996 (the “Job Protection Act”) significantly
altered the Company’s tax bad debt deduction method and the circumstances that would require a tax bad
debt reserve recapture. Prior to enactment of the Job Protection Act, savings institutions were permitted to
compute their tax bad debt deduction through use of either the reserve method or the percentage of
taxable income method. The Job Protection Act repealed both of these methods for large savings
institutions and allows bad debt deductions based only on actual current losses. While repealing the
reserve method for computing tax bad debt deductions, the Job Protection Act allows thrifts to retain their
existing base year bad debt reserves but requires that reserves in excess of the balance at December 31,
1987 be recaptured into taxable income. The tax liability for this recapture is included in the accompanying
Consolidated Financial Statements.

The base year reserve is recaptured into taxable income only in limited situations, such as in the event
of certain excess distributions or complete liquidation. None of the limited circumstances requiring
recapture are contempléted by the Company. The amount of the Company’s tax bad debt reserves subject
to recapture in these circumstances approximates $2.22 billion at December 31, 2002 and $2.06 billion at
December 31, 2001. Due to the remote nature of events that may trigger the recapture provisions, no tax
liability has been established in the accompanying Consolidated Financial Statements.
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In January 2002, the Company completed a settlement with the Internal Revenue Service for Great
Western for tax years 1988 through 1992. The amount payable under the settlement agreement was
previously provided for in the accrual for income taxes payable.

The IRS is currently examining Ahmanson for 1994 through September 1998, Washington Mutual for
1994 through 2000 and Great Western for 1993 through 1997. The IRS has completed its examination of
Ahmanson for 1990 through 1993. All issues have been resolved except for one, for which a tentative
settlement at Appeals is under review by the Joint Committee on Taxation. The IRS’s National Office has
issued an adverse ruling on this issue. Accordingly, the Company has not recorded any benefit with respect
to this issue.

As of December 31, 2002, the Company’s accrual for income taxes payable is sufficient to cover any
expected liabilities arising from these examinations.

The significant components of the Company’s net deferred tax asset (liability) were as follows:

December 31,
2002 2001
(in millions)

Deferred tax assets:

Provision for loan and lease losses and foreclosed assets ......covvvrerviiirinciiininenn $§ 736 § 549
MOTtZAge SEIVICINZ ..ocverireriiiiriit ettt ettt e et et e sa et 554 -
Net operating 108 carryfOrwards .........coeeveiceineiceniccr e s 357 440
Compensation diffEr€nCes ..ot 221 65
METIZET COSES c.vvenriiirirrtier b sttt ettt s e are b e e beem e v ens s 131 144
State and 10CAl tAXES ..ocviieirreeiiiererccrei sttt 45 21
Unrealized losses from securities and cash flow hedge instruments ... - 152
ORI con ittt bt stk e b b n st 429 339
Total deferred tax ASSEES .uoviiiiuuriiii it eeree e seier e sree s sertbbeeesetbbeeesesssabbeesessarenessnres 2,473 1,710
Payments i LHEU ..ottt bbbt bbb e (100) (140)
Valuation allOWance ... s (210) (164)
Deferred tax asset, net of payments in lieu and valuation allowance .............cceeeuen. 2,163 1,406
Deferred tax liabilities:

Stock dividends from FHLBS........cc.ccooiiiiiniini ettt et (650) (614)
L0A1N 8BS c.evvnicc et e s (318) (253)
Basis difference on premises and equipment .........ccococvvcrre i (280) (181)
Unrealized gains from securities and cash flow hedge instruments .........c..ccovevenenens (87) -
MOTTEAZE SEIVICITIZ c.everurerrieeriierieieiie sttt sb et bbbt sa e b est ceneesbabeenaesbaenbenne - (445)
OHHET ettt ettt bttt et s e ettt (21) (231)
Total deferred tax HabIHtIEs . ..ocviiviririirieceierr sttt e e s e s san s eranens (1,356) (1,724)

Net deferred tax asset (HADILY) w.vvovieiiieiiieeiicietreen et erses e etane e $ 807 § (318)

The Company establishes a valuation allowance if, based on the weight of available evidence, it is
more likely than not that some portion or all of the deferred tax asset will not be realized. The valuation
allowance of $210 million and $164 million at December 31, 2002 and December 31, 2001 relates primarily
to net operating losses that are limited by Internal Revenue Code Section 382 as a result of the acquisition
of Keystone Holdings, Inc.
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As a result of the Keystone acquisition, the Company and certain of its affiliates are parties to an
agreement (the “Assistance Agreement”) with a predecessor of the Federal Deposit Insurance
Corporation (“FDIC”), which generally provides that 75% of most of the federal tax savings and
approximately 19.5% of most of the California tax savings (as computed in accordance with the Assistance
Agreement), attributable to the Company’s utilization of certain tax loss carryovers of New West Federal
Savings and Loan Association, are to be paid by the Company to the Federal Savings and Loan Insurance
Corporation Resolution Fund (the “Resolution Fund”). These amounts are considered payments in lieu.
The Assistance Agreement sets forth certain special adjustments to federal taxable income to arrive at
“Federal Savings and Loan Insurance Corporation taxable income,” which is then offset by utilizable net
operating losses to compute the benefit due to the Resolution Fund.

As a result of the acquisition of Bank United, the Company and certain of its affiliates are also parties
to another agreement with the Resolution Fund, which provides that one-third of the sum of federal and
state tax benefits (as computed in accordance with the original acquisition agreement), attributable to the
Company’s utilization of certain tax loss carryovers of Bank United are to be paid by the Company to the
Resolution Fund. The obligation to share tax benefit utilization will continue through 2003.

Federal and state income tax net operating loss carryforwards due to expire under current law during
the years indicated were as follows:

December 31, 2002
Federal State

(in millions)

Expiring in:

2004 et a ettt ettt ettt ettt rababatrea $ - $536
2005 ittt et ettt bttt rerbe bttt b rrrabares 742 -
20000 ettt tetaero—————————es et et b ettt aee e i ——taeeterea e tn—ratrtasaensonenraaseens 33 -
2008 o oeree it s e s a—res s e s s e ta e e et e s s b s arara e s ea s raaeeeae e atr e et e et s e ea s a bt raaeeee eaerraaaaess 23 -

AL ettt ettt e e et e et e b e b e st e sreeer s e st e e b e et b et e e bener s oa e sabenetesaeenavesnrennnonrestrenneens $798 $536

Reconciliations between income taxes computed at statutory rates and income taxes included in the
Consolidated Statements of Income were as follows:

Year Ended December 31,

2002 2001 2000
As a As a As a
Percentage Percentage Percentage
of Pretax of Pretax of Pretax

Amount Income Amount Income Amount Income

(dollars in millions)

Income taxes computed at statutory rates................. $2,153 35.00% $1,726 35.00% $1,044 35.00%
Tax effect of:
State income tax, net of federal tax benefit.......... 142 2.31 99 2.00 93 3.12
Payments in Hew ..o - - - - 46 154
Valuation allowance change from prior year ........ - - - - (75) (2.51)
OUNET covicve it an e e ae (37) (0.61) (7) (0.14) (23 (0.78)
TOtALuevviosieeee et e eae s $2258 3670 $1.818 36.86 $1,085 36.37
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Note 14: Commitments, Guarantees and Contingencies
Commitments

Commitments to extend credit are agreements to lend to customers in accordance with predetermined
contractual provisions. These commitments are for specific periods or contain termination clauses and may
require the payment of a fee. The total amounts of unused commitments do not necessarily represent
future credit exposure or cash requirements, in that commitments often expire without being drawn upon.
Unfunded commitments to extend credit totaled $53.42 billion at December 31, 2002 and $29.63 billion at
December 31, 2001. The Company reserved $52 million as of December 31, 2002 to cover its loss exposure
to unfunded commitments.

In order to meet the needs of its customers, the Company also issues direct-pay, standby and other
letters of credit. Letters of credit are conditional commitments issued by the Company generally to
guarantee the performance of a customer to a third party in borrowing arrangements, such as commercial
paper issuances, bond financing, construction and similar transactions. Collateral may be required to
support letters of credit in accordance with management’s evaluation of the creditworthiness of each
customer. The credit risk involved in issuing standby letters of credit is essentially the same as that involved
in extending loan facilities to customers. At December 31, 2002 and 2001, outstanding letters of credit
issued by Washington Mutual totaled $492 million and $434 million.

Future minimum net rental commitments, including maintenance and other associated costs, for all
noncancelable leases were as follows:

Operating Lease Capital Lease
Land and  Furniture and Land and
Buildings Equipment Buildings

(in millions)
Year ending December 31,

2003 1ottt e e b e stae s arbe e e teeesareserres $ 290 $ 75 $9
2004 ...t er e rb et r et re s eabre e banes 260 51 9
2005 ettt e be s tae s ea e e err e sberesareeearees 224 39 8
2006 ittt b et he e sre e sh e st e santerrr et baentaenteses 184 - 7
2007 .ottt e s e r e be e b e e e bte e s baeenraeserrees 132 - 6
THETEATIET c.vvvi ittt st b e st bessene e sar e sane 447 - 51
TOLAL oottt bbbt e r e sr e s ar e rne e $1,537 $165 $90

|

Certain operating leases contain escalation clauses, which correspond with increased real estate taxes
and other operating expenses, and renewal options calling for increased rents as the leases are renewed.
No restrictions are imposed by any lease agreement regarding the payment of dividends, additional debt
financing, or entering into further lease agreements.

Guarantees

In the ordinary course of business, the Company sells loans with recourse. For loans that have been
sold with recourse and are no longer on the Company’s balance sheet, the recourse component is
considered a guarantee. When the Company sells a loan with recourse, it commits to stand ready to
perform, if the loan defaults, and to make payments to remedy the default. As of December 31, 2002, the
Company’s maximum exposure to loss under these guarantees totaled $20.37 billion. The Company’s
recourse reserve related to these guarantees totaled $46 million at December 31, 2002.
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In the ordinary course of business, the Company sells loans without recourse that may have to be
subsequently repurchased due to defects that occurred during the origination of the loan. The defects are
categorized as documentation errors, underwriting errors, early payment defaults and fraud. When a loan
sold to an investor without recourse fails to perform, the investor will typically review the loan file to
determine whether defects in the origination process occurred. If a defect is identified, the Company may
be required to either repurchase the loan or indemnify the investor for losses sustained. If there are no
defects, the Company has no commitment to repurchase the loan. As of December 31, 2002, these
guarantees totaled $584.14 billion, which substantially represents the unpaid principal balance of the
Company’s loans serviced for others portfolio. The Company has reserved $54 million as of December 31,
2002 to cover the anticipated loss exposure related to these guarantees.

Contingencies

In the ordinary course of business, the Company and its subsidiaries are routinely defendants in or
parties to a number of pending and threatened legal actions and proceedings, including actions brought on
behalf of various classes of claimants. In certain of these actions and proceedings, claims for substantial
monetary damages are asserted against the Company and its subsidiaries. Certain of these actions and
proceedings are based on alleged violations of consumer protection, banking and other laws.

In view of the inherent difficulty of predicting the outcome of such matters, the Company cannot state
what the eventual outcome of pending matters will be. Based on current knowledge, management does not
believe that liabilities, if any, arising from any single pending proceeding will have a material adverse effect
on the consolidated financial position, operations or liquidity of the Company.

Note 15: Redeemable Preferred Stock

In August 1999, Bank United issued 2,000,000 shares of 8% Premium Income Equity Securities
(“PIES”) for a price of $50 per PIES or $100 million in aggregate. As a result of the Bank United merger
on February 9, 2001, each Bank United PIES was converted into a Washington Mutual PIES with an
estimated aggregate fair value of $102 million. Each of the PIES consisted of a purchase contract for
shares of Company common stock and a share of redeemable preferred stock.

The redeemable preferred stock, which had a liquidation preference of $50 per share and certain
voting rights, was pledged to the Company to secure the holders’ obligation to purchase the common stock
under the purchase contract.

On August 16, 2002, the Company redeemed all of the 2,000,000 outstanding PIES. As part of the
redemption of the PIES, the Company redeemed all of the shares of redeemable preferred stock at 100%
of their liquidation preference. Holders of the PIES received 2.1704 shares of Washington Mutual common
stock and 1.113 Contingent Payment Rights Certificates™ for each PIES.

The ‘Company made quarterly payments with respect to the PIES consisting of dividends equal to
7.25% per annum of the $50 liquidation preference of the shares of redeemable preferred stock and
contract adjustment payments under the purchase contract equal to 0.75% per annum of the $50 purchase
contract stated amount until August 16, 2002.

(I “Contingent Payment Rights Certificates” means a certificate representing a partial beneficial ownership interest in the Bank
United Litigation Contingent Payment Rights Trust, a Delaware trust established by Bank United Corp. to receive Bank United
Corp.’s portion of the proceeds, if any, realized from the litigation filed by Bank United Corp., its indirect subsidiary Bank
United, and Hyperion Partners L.P. against the United States in the U.S. Court of Federal Claims on July 25, 1995, for alleged
failure of the United States to adhere to its agreement to waive or forbear from enforcing certain provisions concerning
regulatory capital requirements.
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Note 16: Earnings Per Share

On April 17, 2001, the Company’s Board of Directors declared a 3-for-2 stock split which was paid in
the form of a 50% stock dividend. The dividend was paid on May 15, 2001 to shareholders of record as of
April 30, 2001. All prior share and per share amounts have been restated to reflect the stock split.

Information used to calculate EPS was as follows:

Year Ended December 31,
2002 2001 2000

(dollars in milliens,
except per share amounts)

Net income
INEE IICOIMNE .ottt ettt rs et e ss et sas et ees st e e s s e anste st seeneaean $ 3,896 § 3114 $ 1,899
Accumulated dividends on preferred Stock.........occovvvvccnniniencniennnns (5 @) -
Net income attributable to common StocK..........coceveevenerereconniennns $ 3891 §$§ 3,107 $ 1,899
Weighted average shares (in thousands)
Basic weighted average number of common shares outstanding ........ 943905 850,245 801,262
Dilutive effect of potential common shares from:
STOCK OPLIOTS .eviiirienienririerenit e eree et nr st s sre st aessevnanenneserees 8,626 8,469 3,433
Premium Income Equity SecuritiesS™ ) ..o, 951 1,346 -
Trust Preferred Income Equity Redeemable Securities™™................ 6,670 4,598 -
Diluted weighted average number of common shares
OULSTANIAINE co.eeviniiereie ettt et et rene 960,152 864,658 804,695
Net income per common share
BASIC 1. vvvvretteesiet ettt ettt et bttt ettt s enen $ 412 § 365 § 237
DHIUEEA oo ettt et e et 4.05 3.59 2.36

) Redeemed on August 16, 2002.

For the year ended December 31, 2002, 2001 and 2000, options to purchase an additional 13,789,940,
3,712,976 and 10,773,446 shares of common stock were outstanding, but were not included in the
computation of diluted EPS because their inclusion would have had an antidilutive effect.

Additionally, as part of the 1996 business combination with Keystone Holdings, Inc. (the parent of
American Savings Bank, FA.), 18 million shares of common stock, with an assigned value of $18.4944 per
share, are being held in escrow for the benefit of the investors in Keystone Holdings, the FDIC as manager
of the Federal Savings and Loan Insurance Corporation Resolution Fund and their transferees. The
conditions under which these shares can be released from escrow to the Keystone Holdings’ investors and
the FDIC are related to the outcome of certain litigation and not based on future earnings or market
prices. The escrow would by its terms automatically expire on December 20, 2002, absent the occurrence of
certain circumstances that would extend it. The Company contends that these circumstances have not
occurred, while the Keystone Holdings’ investors and the FDIC contend that they have occurred. At
December 31, 2002, the conditions for releasing the shares to the Keystone Holdings’ investors and the
FDIC had not occurred, and the shares were still in the escrow. Therefore, the shares were not included in
the above computations.
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Note 17: Comprehensive Income

The following table presents the components of other comprehensive income and the related tax
effect allocated to each component:
Befere Tax Amount  Tax Effect  Net of Tax
(in millions)

2000
Unrealized gain from securities:
Net unrealized gain from securities available for sale arising

dUIING the YEaT oottt eeees $ 1,004 $ 384 $ 620
Reclassification of net loss from securities available for sale
included IN NEt INCOME woviovvieiirie ettt sttt ee s e 2 1 1

Amortization of market adjustment for mortgage-backed
securities transferred in 1997 from available-for-sale to

held-to-MatUITLY ..c.ooveiice e (8) (3) (5)
Net unrealized gain from securities, net of reclassification
AAJUSLIMENTS .ottt ettt se e et ne 998 382 616
Minimum pension liability adjustment...........cccooeveiieinericcceeeiennns 6 2 4
Other comprehensive iNCOME ......ovvvvrerevirreererenrineeernnens $ 1,004 $ 384 $ 620
2001

Unrealized loss from securities:
Net unrealized gain from securities available for sale arising

AUTING the YEAT c.ecviuriiiicireereree ettt $ 409 $ 156 $ 253
Reclassification of net gain from securities available for sale
included in Nt INCOME ...vvvvverriiinrrereriees e e (705) (268) (437)

Amortization of market adjustment for mortgage-backed
securities transferred in 1997 from available-for-sale to

held-to-MAatULILY ..o e (12) 8)) @)
Net unrealized loss from securities, net of reclassification
AAJUSLIMENILS c.eeceerevcereereiereeeesesetese sttt be s ses st nnnes (308) (117) (191)
Net unrealized gain from cash flow hedging instruments ............. S 2 3
Minimum pension liability adjustment........ccccccovvrvienencinenreeneennenne (2) (1) 1
Other comprehensive 10SS......coveierevereoieireeieeinecerrerereieenes $ (305 $(116)  $ (189)
2002

Unrealized gain from securities:
Net unrealized gain from securities available for sale arising

dUrINg the YEAT ...oviviiieiriii e $ 2,548 $ 966 $1,582
Reclassification of net gain from securities available for sale
included in NEt INCOME ....ovvveverirerni e (730) 277) (453)

Amortization of market adjustment for mortgage-backed
securities transferred in 1997 from available-for-sale to

held-to-Maturify ... .coeceeiveierirre e 9 (3) (6)

Net unrealized gain from securities, net of reclassification
AJUSHIMENES .o 1,809 686 1,123
Net unrealized loss from cash flow hedging instruments.............. (1,133) (430) (703)
Minimum pension liability adjustment........c..oceoreenninnniniecne 3) 1) (2)
Other comprehensive INCOME.......eovvierenernernirnicrnenens $ 673 $ 255 $ 418
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The following table presents accumulated other comprehensive income balances:

Net Unrealized Amortization
Net Unrealized Gain (Loss) Adjustment for Minimum Accumulated
Gain (Loss) from Cash Mortgage-backed Pension Gther
from Fiow Hedging Securities Liabifity = Comprehensive
Securities Instruments Transferred in 1997 Adjustment Income (Loss)
(in millions)
Balance, December 31, 2000....... $ (79) $ - $28 $(3) $ (54)
Net change ......cooceveeiinerncrenrnenn, (184) 3 (N (1 (189)
Balance, December 31, 2001....... (263) 3 21 4 (243)
Net change ......ccoveverievnieenrieenns 1,129 (703) _(6) (D 418
Balance, December 31, 2002....... $ 866 $(700) $15 $(6) $ 175

ll

Note 18: Regulatory Capital Requirements and Dividend Restrictions

Washington Mutual, Inc. is not subject to regulatory capital requirements. However, each of its
subsidiary depository institutions is subject to various regulatory capital requirements. WMB is subject to
FDIC capital requirements while WMBFA and WMBfsb are subject to Office of Thrift Supervision
(“OTS”) capital requirements.

The capital adequacy requirements are quantitative measures established by regulation that require
WMBFA, WMB and WMBfsb to maintain minimum amounts and ratios of capital. The FDIC requires
WMB to maintain minimum ratios of Tier 1 and total capital to risk-weighted assets as well as Tier 1
capital to average assets. The OTS requires WMBFA and WMBfsb to maintain minimum ratios of Tier 1
and total capital to risk-weighted assets, as well as Tier 1 capital to adjusted total assets.

Federal law and regulations establish minimum capital standards, and under the OTS and FDIC
regulations, an institution is required to have a leverage ratio of at least 4.00%, a Tier 1 risk-based ratio of
4.00% and a total risk-based ratio of 8.00%. In addition, the Company’s federal associations are required
to have a tangible capital ratio of 1.50%. Federal law and regulations also establish five capital categories:
well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. An institution is treated as well-capitalized if its ratio of total capital to risk-weighted
assets is 10.00% or more, its ratio of core capital to risk-weighted assets is 6.00% or more, its leverage ratio
is 5.00% or more, and it is not subject to any federal supervisory order or directive to meet a specific
capital level. In order to be adequately capitalized, an institution must have a total risk-based capital ratio
of not less than 8.00%, a Tier 1 risk-based capital ratio of not less than 4.00%, and a leverage ratio of not
less than 4.00%. Any institution that is neither well-capitalized nor adequately capitalized will be
considered undercapitalized. Any institution with a tangible equity ratio of 2.00% or less will be considered
critically undercapitalized.

Undercapitalized institutions are subject to certain prompt corrective action requirements, regulatory
controls and restrictions, which become more extensive as an institution becomes more severely
undercapitalized. Failure by any of the Company’s depository institutions to comply with applicable capital
requirements would, if unremedied, result in restrictions on its activities and lead to regulatory
enforcement actions against such institutions including, but not limited to, the issuance of a capital
directive to ensure the maintenance of required capital levels. FDICIA requires the federal banking
regulators to take prompt corrective action with respect to depository institutions that do not meet
minimum capital requirements. Additionally, FDIC or OTS approval of any regulatory application filed for
their review may be dependent on compliance with capital requirements.

The actual regulatory capital ratios calculated for WMBFA, WMB and WMBfsb, along with the
minimum capital amounts and ratios for the minimum regulatory requirement and the minimum amounts
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and ratios required to be categorized as well-capitalized under the regulatory framework for prompt
corrective action were as follows:
December 31, 2002

Minimum to be
Categorized as
Well-Capitalized

Minimum Under Prompt
Regulatory Corrective Action
Actual Requirement Provisions
Amount Ratio Amount Ratio Amount Ratio
(dellars in millions)
WMBFA
Total capital to risk-weighted assets .......cocoeoeeivriereennen. $16,127 11.37% $11,352 8.00% $14,190 10.00%
Adjusted tier 1 capital to risk-weighted assets ............. 13,119 9.25 5,676 4.00 8,514 6.00
Tier 1 capital to adjusted total assets (leverage).......... 13,167 5.77 9,127 4.0000 11,408 5.00
Tangible capital to tangible assets (tangible equity)..... 13,167 5.77 3,423 1.50 nfa  n/a
WMB
Total capital to risk-weighted assets ........c.ccoovvvirernens 2,405 11.48 1,676 8.00 2,094 10.00
Adjusted tier 1 capital to risk-weighted assets ............. 2,150 10.27 838 4.00 1,257 6.00
Tier 1 capital to average assets (leverage)........cccoovnen.. 2,150 8.00 1,075 4.00) 1,343 5.00
WMBfsb
Total capital to risk-weighted assets .......c.covevrivieenecans 88 17.32 41 8.00 51 10.00
Adjusted tier 1 capital to risk-weighted assets ............. 82 16.07 20 4.00 30 6.00
Tier 1 capital to adjusted total assets (leverage).......... 82 8.87 37 4.001 46 5.00
Tangible capital to tangible assets (tangible equity)..... 82 8.87 14 1.50 n/fa n/a

B The minimum leverage ratio guideline is 3% for financial institutions that do not anticipate significant growth and that have
well-diversified risk, excellent asset quality, high liquidity, good earnings, effective management and monitoring of market risk
and, in general, are considered top-rate, strong banking organizations.

December 31, 2001

Minimum to be
Categorized as
Well-Capitalized

Minimum Under Prompt
Regulatory Corrective Action
Actual Requirement Provisions
Amount Ratio Amount Ratio Amount Ratio
(dollars in millions)
WMBFA
Total capital to risk-weighted assets ........ccovvvevrirnncnnn. $12,873 10.93% $9,418 8.00% $11,773 10.00%
Adjusted tier 1 capital to risk-weighted assets ............... 10,592 9.00 4,709 4.00 7,064 6.00
Tier 1 capital to adjusted total assets (leverage)............ 10,592 5.18 8,173 4.00V 10,216 5.00
Tangible capital to tangible assets (tangible equity)....... 10,591 5.18 3,065 1.50 nfa nfa
WMB
Total capital to risk-weighted assets .......ocovevreereenecnn 2,234 12.08 1,479 8.00 1,849 10.00
Adjusted tier 1 capital to risk-weighted assets ............... 2,008 10.86 740 4.00 1,109  6.00
Tier 1 capital to average assets (leverage)......c.cccceveeene. 2,008 6.45 1,246 4.001 1,557 5.00
WMBfsb
Total capital to risk-weighted assets ........ocvevveerenencen. 88 12.78 55 8.00 69 10.00
Adjusted tier 1 capital to risk-weighted assets .............. 79 11.53 28 4.00 41 6.00
Tier 1 capital to adjusted total assets (leverage)............ 79 7.30 43 4.000 54 5.00
Tangible capital to tangible assets (tangible equity)....... 79 7.30 16 1.50 n/a n/a

M The minimum leverage ratio guideline is 3% for financial institutions that do not anticipate significant growth and that have
well- diversified risk, excellent asset quality, high liquidity, good earnings, effective management and monitoring of market risk
and, in general, are considered top-rate, strong banking organizations.

123



WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

WMBFA, WMB and WMB(sb individually met all capital adequacy requirements as of December 31,
2002, to which they were subject. Additionally, as of the most recent notifications from the FDIC (for
WMB) and the CTS (for WMBFA and WMBfsb), the FDIC and OTS individually categorized WMBFA,
WMB and WMBfsb as well capitalized under the regulatory framework for prompt corrective action. To be
categorized as well capitalized, a bank must maintain minimum total risk-based, Tier 1 risk-based and Tier
1 or leverage capital ratios as set forth in the table above. There are no conditions or events since those
notifications that management believes have changed the well capitalized status of WMBFA, WMB and
WMBfsb.

Washington Mutual, Inc.’s principal sources of funds are cash dividends received from its banking and
other subsidiaries, investment income and borrowings. Washington Mutual, Inc.’s ability to pay dividends is
also predicated on the ability of its subsidiaries to declare and pay dividends to Washington Mutual, Inc.
Federal and state law limits the ability of a depository institution, such as WMBFA, WMB or WMB(sb, to
pay dividends or make other capital distributions.

Washington state law prohibits WMB from declaring or paying a dividend greater than its retained
earnings if doing so would cause its net worth to be reduced below (i) the amount required for the
protection of preconversion depositors or (ii) the net worth requirements, if any, imposed by the Director
of Financial Institutions of the State of Washington.

OTS regulations limit the ability of savings associations such as WMBFA and WMBfsb to pay
dividends and make other capital distributions. WMBFA and WMBfsb must file an application with the
OTS at least 30 days before the proposed declaration of a dividend or approval of a proposed capital
distribution by its board of directors. In addition, a savings association must obtain prior approval from the
OTS if it fails to meet certain regulatory conditions, if, after giving effect to the proposed distribution, the
association’s capital distributions in a calendar year would exceed its year-to-date net income plus retained
net income for the preceding two years or the association would not be at least adequately capitalized or if
the distribution would violate a statute, regulation, regulatory agreement or a regulatory condition to
which the association is subject.

The Company’s retained earnings at December 31, 2002 included a pre-1988 thrift bad debt reserve
for tax purposes of $2.22 billion for which no federal income taxes have been provided. In the future, if the
thrift bad debt reserve is used for any purpose other than to absorb bad debt losses, or if any of the banking
subsidiaries no longer qualifies as a bank, the Company will incur a federal income tax liability, at the then
prevailing corporate income tax rate, to the extent of such subsidiaries’” pre-1988 thrift bad debt reserve. As
a result, the Company’s ability to pay dividends in excess of current earnings may be limited.

Note 19: Stock-Based Comipensation Plans and Shareholder Rights Plan
1994 Stock Option Plan

On April 19, 1994, the Company’s shareholders approved the adoption of the 1994 Stock Option Plan,
which was subsequently amended and restated as of February 15, 2000 (the “1994 Plan”). Under the 1994
Plan, options to purchase common stock of Washington Mutual may be granted to officers, directors,
consultants and advisors of the Company. The 1994 Plan is generally similar to a plan adopted in 1983 that
was terminated according to its terms in 1993, however the 1994 Plan does not affect the terms of any
options granted under the 1983 plan. Under the 1994 Plan, the exercise price of the option must at least
equal the fair market value of Washington Mutual’s common stock on the date of the grant. The options
generally vest on a phased-in schedule over one to three years, depending upon the terms of the grant, and
expire five to ten years from the grant date. The 1994 Plan originally provided for the granting of options
to purchase a maximum of 27 million shares of common stock. During 2000, the Board of Directors
amended, and the Company’s shareholders approved, an increase in the maximum number of shares of
common stock available for grant to 45 million.
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WAMU Shares Stock Option Plans

From time to time, the Board of Directors approves grants of nonqualified stock options to certain
groups of employees. The grants have been made pursuant to a series of plans, collectively known as
“WAMU Shares.” In 1997, the Board of Directors approved a plan under which eligible employees were
granted nonqualified options to purchase the Company’s common stock. On December 15, 1998, the
Board adopted a new plan to grant additional nonqualified stock options to eligible employees (“1999
WAMU Shares”). On February 13, 2001, the Board adopted a third plan and granted nonqualified options
to eligible employees (“2001 WAMU Shares”). On September 17, 2002, the Board amended the 2001
WAMU Shares Plan to provide for an additional grant of nonqualified options to eligible employees
effective September 3, 2002. The aggregate number of shares authorized by the Board of Directors for
grants under the WAMU Shares Plans was 14,511,900, On October 16, 2002, the Board amended the 1999
WAMU Shares and the 2001 WAMU Shares plans to allow grants to a broader group of employees,
including management, so that some of the authorized but unissued options could be granted to eligible
employees as part of the annual grant in December 2002.

Generally, eligible full-time and part-time employees on the award dates were granted options to
purchase shares of Washington Mutual common stock. The exercise price for all grants is the fair market
value of Washington Mutual’s common stock on designated dates, and all options vest one to three years
after the award date and expire five to ten years from the award date.

The following table presents the status of all plans at December 31, 2002, 2001 and 2000, and changes
during the years then ended:

1983 1994 WAMU Shares ‘
Stock Option Plan  Stock Option Plan Stock Option Plan Acquired Plans
Weighted Weighted Weighted Weighted
Average Average Average Average
Exercise Exercise Exercise Exercise
Number  Price Number Price Number Price Number Price
Outstanding at December 31, 1999 .......... 695,250  $5.92 14,608,847 $20.40 4,793,603 $24.08 5,424,347 $13.80
Granted......oecriviinnnine e - - 8,061,278 32.17 - - - -
Exercised... . (334,125) 416 (344,883) 17.63 (124976) 26,55 (1,761,770) 15.83
Forfeited - - (437,358)  20.03 (637,702)  23.50 (12,852) 8.97
Outstanding at December 31, 2000 .......... 361,125 7.55 21,887,884 24.79 4,030,925 2409 3,649,725 15.08
Granted.....coovevviennneiene e " - - 11,969,887 31.15 4744200 3400 6,563,589 1631
EXercised. ..o (57,375) 488  (1,541,749) 21.01 (2,113,701) 2416 (7,360,874) 16.26
Forfeited ..o, - - (814,985) 24.85 (863,815) 32.82 (121,419) 16.59
Outstanding at December 31, 2001 .......... 303,750 8.06 31,501,037  27.38 5,797,609 3080 2,731,021 14.73
Granted.....c.coeecminccrnniineeeeines . - - 11,391,440 36.12 9,487,266 3713 6,535,804 19.77
Exercised.. . (178,875) 678  (1,735,344) 2097 (869,324) 2547 (4,690,606) 18.79
Forfeited .......ccooveiniiceninviiceccins - - (1,078,605) 30.51 (1,356,493) 33.18 (22,750) 2331
Outstanding at December 31, 2002 .......... 124,875 9.89 40,078,528  30.06 13,059,058 3554 4,553,469 17.62

Outstanding options exercisable as of:
December 31, 2000
December 31, 2001
December 31, 2002

7.55 9,186,750  21.42 1,869,950  26.61 3,649,725 15.08
8.06 13,026,071  23.28 1,829,059  23.87 2,731,021 14.73
9.89 19,202,089  25.77 711,192 2192 4,549,725 17.61
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Financial data pertaining to outstanding stock options were as follows:

December 31, 2002

Weighted Weighted Number of Weighted Average
Number of Average Average Exercise Exercisable Exercise Price of

Option  Remaining Price of Option - Option Exercisable
Ranges of Exercise Prices Shares Years Shares Shares Option Shares
1983 Stock Option Plan '
8 0.89 s 124,875 0.12 $ 9.89 124,875 $ 9.89
1994 Stock Option Plan ) :
$ 897 — $19.50 ..o 5,742,536 5.99 1647 5,622,236 16.46
2096 — 2994 ...t e 5,062,853 5.61 25.02 5,046,105 ©25.02
3036 = 3396 s 17,639,720 8.56 31.85 8,290,941 32.25
34.00 = 4208 ..o s 11,633,419 9.75 36.26 242,807 36.00
WAMU Shares Stock Option Plan T
$21.92 — $26.61 vt 711,192 1.01 21.92 711,192 21.92
3,124,050 3.12 34.00 - -
5,023,866 9.96 36.53 - -
4,199,950 4.67 37.81 - -
Acquired Plans
$ 2.96 - $14.80............. et 1,788,603 3.63 8.95 1,788,603 - 9.95
15.13 - 23.72... 1,425,415 5.20 19.38 1,425,415 19.38
24.05 - 33.90 1,339,451 7.56 25.99 1,335,707 . 2598

Total oo e 57,815,930 30.28 24,587,881 24.07

Employee Stock Purchase Plan

Under the terms of the Company’s Employee Stock Purchase Plan (“ESPP”), an employee may
purchase the Company’s common stock at a 15% discount from the fair market value of the common stock
at the beginning of a six month offering period or the end of the six month offering period, whichever price
is lower, without paying brokerage fees or commissions on purchases. The Company pays for the program’s
administrative expenses. The plan is open to all employees who are at least 18 years old, have completed at
least one month of service, and work at least 20 hours per week. Participation can be through either payroll
deductions or lump sum payments with a maximum annual contribution of 10% of each employee’s eligible
cash compensation. Under the ESPP, dividends are automatically reinvested. The Company sold 613,480
shares, 362,500 shares and 467,745 shares to employees in 2002, 2001 and 2000. There is no compensation
cost recorded with the ESPP since the Company measures its employee stock-based compensation
arrangements using the intrinsic value method under the provisions of the Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees.

- Equity Incentive Plan

The Equity Incentive Plan (previously named the Restricted Stock Plan) permits grants of restricted
stock, and awards denominated in units of stock (“performance shares”), with or without performance-
based vesting restrictions, for the benefit of all employees, officers, directors, consultants and advisors of
the Company. The maximum aggregate number of restricted stock and performance shares that may be
issued is 18,112,683, and the maximum aggregate number of shares that may be issued subject to awards
that vest solely on continuous service is 9,000,000. In 2002, 2001 and 2000, 878,186, 536,169 and 1,026,735
restricted shares were granted with a weighted-average grant-date per share fair value of $34.20, $33.17
and $16.43. As of December 31, 2002, 2001 and 2000, there were 1,410,871, 1,559,871 and 1,950,895
restricted shares outstanding. Restricted stock and units of stock accrue dividends. All canceled or
forfeited shares become available for future grants.
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Upon the grant of restricted stock awards, shares are issued to a trustee who releases them to
recipients when the restrictions lapse. At the date of grant, unearned compensation is recorded as an offset
to stockholders’ equity and is amortized as compensation expense over the restricted period. The balance
of unearned compensation related to these restricted shares was $29 million at December 31, 2002,
$22 million at December 31, 2001 and $23 million at December 31, 2000.

Performance shares awarded generally vest at the end of a three-year period, and the actual shares
delivered can range from zero to 250% of the shares awarded, depending on the degree to which the
performance objectives are met. Under the plan, the target number of performance shares awarded was
535,610, 423,027, and 344,955 in 2002, 2001 and 2000. The value of performance shares awarded is
determined annually based on the Company’s operating performance, as defined in the plan, and
compensation expense is recognized over the vesting period.

The total compensation expense recognized for the Equity Incentive Plan was $41 million in 2002,
$27 million in 2001 and $21 million in 2000.

Bank United Plans

In connection with the acquisition of Bank United, the Company assumed the Bank United Corp.
1996 Stock Incentive Plan, 1999 Stock Incentive Plan and 2000 Stock Incentive Plan (collectively the “Bank
United Plans”), under which incentive options and nonqualified options to purchase common stock,
restricted common stock and other performance awards may be granted to officers, employees and
consultants. Options under the Bank United Plans generally expire ten years from the date of grant, and
vest over varying periods that were determined at grant. All options granted under the Bank United Plans
included a limited stock appreciation right, which entitles the holder to surrender the vested and
exercisable option for cash following the closing of an acquisition. With the Company’s acquisition of Bank
United, the Company assumed approximately 6.6 million options to purchase Bank United common stock,
which were converted into options to purchase Washington Mutual common stock. During 2001,
approximately 6.2 million of these options were exercised. As of December 31, 2002, options to purchase
approximately 400,000 shares were remaining to be exercised.

Dime Savings Plans

In connection with the acquisition of Dime, the Company assumed the Dime Bancorp, Inc. 1991 Stock
Incentive Plan, 1997 Stock Incentive Plan and 1997 Stock Incentive Plan for Qutside Directors (collectively
the “Dime Savings Plans”), under which incentive options and nonqualifed options to purchase common
stock, restricted common stock, stock appreciation rights and deferred common stock may be granted to
officers, employees and consultants. Options under the Dime Savings Plans generally expire ten or eleven
years from the date of the grant and vest over varying periods that were determined at the grant date.
Certain options had a stock appreciation rights feature that was exercisable only for a period of 60 days
following the occurrence of certain specified changes in ownership or control of Dime or certain of its
subsidiaries. These stock appreciation rights were converted to options to acquire Washington Mutual
common stock or paid out in cash for their value.

Dime also issued options to purchase shares of common stock under the company’s Pride Share
Program, a broad-based stock option plan adopted in 1997 and 1999. Under the program, all eligible
full-time and part-time employees could receive options to purchase common stock which expire eleven
years from the date of grant. The vesting of these stock options generally occurred at the earlier of five
years after the date of grant or the date the common stock price reached a specified target price (as
established on the grant date) and its closing price stayed at, or rose above, that target price for five
consecutive trading days.
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With the Company’s acquisition of Dime, it assumed approximately 6.5 million options to purchase
Dime common stock, which were converted into options to purchase Washington Mutual common stock.
As of December 31, 2002, approximately 4.3 million of the options assumed were exercised leaving
2.2 million options remaining to be exercised.

Shareholder Rights Plan

In October 2000, the 1994 Shareholder Rights Plan expired in accordance with its terms. On
December 19, 2000, the Company’s Board of Directors adopted a new Shareholder Rights Plan and
declared a dividend of one right for each outstanding share of common stock to shareholders of record on
January 4, 2001. The rights have certain anti-takeover effects. They are intended to discourage coercive or
unfair takeover tactics and to encourage any potential acquirer to negotiate a price fair to all shareholders.
The rights may cause substantial dilution to an acquiring party that attempts to acquire the Company on
terms not approved by the Board of Directors, but they will not interfere with any friendly merger or other
business combination. The plan was not adopted in response to any specific effort to acquire control of the
Company.

Note 20: Employee Benefits Programs and Other Expense
Pension Plan

Washington Mutual maintains a noncontributory cash balance defined benefit pension plan (the
“Pension Plan”) for substantially all eligible employees. As a result of the acquisition of Dime, the
Company acquired Dime’s noncontributory pension plan, which was merged into the Pension Plan on
July 1, 2002. Benefits earned for each year of service are based primarily on the level of compensation in
that year plus a stipulated rate of return on the benefit balance. It is the Company’s policy to fund the
Pension Plan on a current basis to the extent deductible under federal income tax regulations. The Pension
Plan’s assets consist mostly of mutual funds and equity securities.
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Changes in the projected benefit obligation were as follows:

Benefit obligation, beginning of year .........cccoviivevciinniiiineoniecnienn
ACLUATIAL JOSS 11vviteiiiiite ettt ett st r e s etae st e tb e s staes st e e st eesaenessanessans
INEETESE COSEruiiitriiiiiiisiiseiaressessreaissseesssseesssnasssnassssesssesssssestenessensssaneessnsssonesos
SEIVICE COSL.rruiiritiiiiiieiee e e e tee et e e e et s eees s tttrreses e soebtbeeessssoeratebesaneesaesonsnes
Benefits Paid oo et s st
BusSiness COMDINATION .o.vvivieviiiecreie e eteeiee e eree st ste st et sse s s st sbessaae s
AMECIAMIENES 11eiiiviiiit ettt ir et e et e ireesese e s taeserreesbessesateesresestbesentessereeen s

Benefit obligation, end of year ...

Changes in Pension Plan assets were as follows:

Fair value of assets, beginning of Year........ccooevvvinnenceinnnnsenneene
ACtUA] TELUIT OI ASSELS..e.veriitirriariiereosiineneiretriaseseirrereireressaeseessensstnavenses
Benefits paid ... e
Business COMDINATION .....ccveieriiiiiriiniiecccreee et
Employer contribution.........cccveeieieinicrieereecreeeerercse e

Fair value of assets, end of year.......cocveniniicicinnncnicceeene e

Reconciliations of funded status were as follows:

FUNAEd STATUS ...oeviicc ettt
Unrecognized Net 10SS.......ooeiceiniieiieeet et
Unamortized prior SEIVICE COST...coiiviirriiiriireniersirrirereresesreseeseestessesessesnens
Remaining unamortized, unrecognized net asset...........coeoveevrerionnivnnennns

Prepaid benefit CoSt. ...

Net periodic expense for the Pension Plan was as follows:

INEETESE COSE..oiiimiiiiiriec st sttt ettt e e
SEIVICE COBL ittt bbb ekt eb e r e et ebe e reenan
Expected return On @SSELS .c.icivioireiriieieiiriere ettt st st
Amortization of prior service Credit ...
Recognized net actuarial 108S.....c.ccvcevveeriieniiniiiieee e

Net PeriodiC EXPEISE ..ccovvirriinieriieiieneie ettt et sne s e esae s
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Year Ended December 31,

2002 2001
(in millions)

$ 798 $711
117 52

67 53

47 29
(72) 47
163 -
(16) -
$1,104 $798

|

Year Ended December 31,

2002 2001

(in millions) -

$ 754 $719
(73) (3)
(72) (47)

172 -

281 87

$1,062 $754

Year Ended December 31,

2002 2001
T (in millions)
$(42) $(44)
447 194
(12) (1)
_ M _@
$392 $148

Year Ended December 31,
2002 2001 2000
(in millions)
$67 $53 §$51
47 29 26
(71) (55) (61)
(6 B G N C))
8 1 -

$46 $24 §12
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Weighted :average assumptions used in accounting for the Pension Plan were as follows:

Year Ended December 31,

E R TR
AsSumMeEd dISCOUNT FALE ....eoviviiiceiciirieittecctie et race bt e saeesinen 6.50% 7.25% 1.75%
Assumed rate of cOmMpPensation INCIEASE.....c..ivvvivereeriiieni it 5.50 5.50 6.00
EXpected TETUIT ON ASSELS .veiiriieierrceeteriariesieetistentesseeseestessarestesneseassseseraseeseesenne 8.00 8.00 8.00

Nonqualified Defined Benefit Plans and Other Postretirement Benefit Plans

The Company, as successor to previously acquired companies including Dime, has assumed
responsibility for nonqualified, noncontributory unfunded postretirement benefit plans, including
retirement restoration plans for certain employees, a number of supplemental retirement plans for certain
officers, and multiple outside directors’ retirement plans. Benefits under the retirement restoration plans
are generally determined by the Company. Benefits under the supplemental retirement plans are generally
based on years of service. Benefits under the outside directors’ retirement plans generally are payable for a
period equal to the participants’ service on the Board of Directors, with a lifetime benefit payable to
participants with 15 or more years of service.

The Company, as successor to previously acquired companies, maintains unfunded defined benefit
postretirement plans that make medical and life insurance coverage available to eligible retired employees
and dependents. The expected cost of providing these benefits to retirees, their beneficiaries and covered
dependents was accrued during the years each employee provided services.

Changes in the projected benefit obligation were as follows:

Year Ended December 31,

2002 2001
Nongualified Other Nongualified QOther
Defined Postretirement Defined Postretirement
Benefit Plans Benefits Benefit Plans Benefits
(in millions)

Benefit obligation, beginning of year ................... $102 $29 $ 98 $29
ACtuarial 10SS ........coovvivvereiiiieiriecee e 7 6 5 -
TNEETESt COSE couniriiiiiriiiierierte e e st s rebraee s 9 5 8 2
SEIVICE COST eeirrriiiiiiiiii ettt et eeeireee s - 1 - 1
Benefits paid.......ccvvciivnicninie s (45) (6) 9) (3)
Business combination.....c..covvvvveeeneeereeereeinrensennnees 34 48 - -
Curtailment 10SS ....coovveeveireeiienccenercee s - 5 - -
Special termination benefits........c.cceoeerivneencnnn. 21 - - -
Benefit obligation, end of year ......c...ccccoveceneac. $128 $78 $102 $29

For measurement of the net periodic cost of other postretirement benefit plans, a 14.00% annual
increase in the medical care trend rate was assumed for 2002, thereafter decreasing 1.00% per year until a
stable 5.00% medical inflation rate is reached in 2012. The assumed discount rate was 6.50% for 2002,
7.25% for 2001 and 7.75% for 2000.

Account Balance Plans

Savings Plans. The Company sponsors a retirement savings and investment plan for all eligible
employees that allows participants to make contributions by salary deduction equal to 50% or less of their
salary pursuant to Section 401(k) of the Internal Revenue Code. Employee contributions vest immediately.
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The Company’s matching contributions and any profit sharing contributions made to employees vest based
on years of service. In connection with the acquisition of Dime, the Company assumed Dime’s savings
plan, which was available to substantially all employees, as well as Dime’s limited matching contributions.
Dime’s saving plan was merged into the Company’s retirement savings and investment plan on July 1, 2002.

Company contributions to savings plans were $90 million, $65 million and $41 million in 2002, 2001
and 2000.

Other Account Balance Plans. The Company sponsors supplemental employee and executive retirement
plans for the benefit of certain officers. The plans are designed to supplement the benefits that are accrued under
the Pension Plans.

Other Expense

The following table shows expenses which exceeded 1% of total interest income and noninterest
income and which are not otherwise shown separately in the Consolidated Financial Statements or Notes.

Year Ended December 31,
2002 2001 2000

(in millions)
LLOAN EXPENSE . e.tevirieitirieteteteteerseeesesee sttt tet e et se b b et s etese e e st et ceeaesees ke e b st tansee e $211 $126 330
POSTAZE EXPEINSE..evvcrveerevreecrentrri e seerrbertereateessetas e s sesbesaaseasesresbesbatessesbenrertarbesteseasansens 192 136 98

Note 21: Derivative Financial Instruments

On January 1, 2001, the Company adopted the provisions of Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities. That Statement required derivatives to be recorded at fair
value with changes in fair value recognized through earnings.

The initial application of Statement No. 133 did not have a significant impact on earnings and other
comprehensive income and had the following impact on the Company’s assets and liabilities as of
January 1, 2001 (in millions):

Increase in fair value of derivatives classified aS aSSELS......ccoviviiieiiieienireecrieccreererree e $ 151
Increase in the book value of MSR ... 126
Increase in available-for-5ale SECUTIIES ..ovviviviiciei ittt se e evree e 14,651
TNCTEASE I OLET ASSEES.uuiieriieerieiitreiitree it eette sttt sesrteeseseseessbeesarbesesabesentaesesbeesreeesaeessres 1,788
Decrease in held-to-maturity SECUTTLIES ...uivervuiiriiiirreieriiriiitet ittt siceene e e (16,565)
Total IMPACt ON ASSELS ...ceiiiiiriiiiiiir ittt e s neae 151
Increase in fair value of derivatives classified as liabilities......c.cccccoeviiiiiniininecciencccnen, 66
Increase in the book value of hedged borrowings........coccooeivviniinicinicniiiiei e 129
Total impPAct ON LHADILEIES.....viveviveirieierertst et st e tere e sb e teseaneeeanes $ 195

The adoption of Statement No. 133 resulted in the recognition of derivative-related assets, derivative-
related liabilities, and an increase in the recorded value of hedged borrowings. A portion of the Company’s
held-to-maturity mortgage-backed securities portfolio was allocated to MSR, representing the retained
interests from securitizations of loans that the Company had completed after January 1, 1996 and for
which no MSR had been capitalized. Since January 1, 1996, MSR have been capitalized for all
securitizations of loans that were either sold or retained in the available-for-sale securities portfolio.

The Company uses a variety of derivative financial instruments to manage interest rate risk and
reduce the effects that changing interest rates may have on net interest income. These instruments include
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interest rate swaps, interest rate caps, floors and corridors, swaptions, forward contracts and mortgage put
options. The contract or notional amount of a derivative, along with the other terms of the derivative, is
used to determine the amounts to be exchanged between the parties. Because the contract or notional
amount does not represent amounts exchanged by the parties, it is not a measure of loss exposure related
to the use of derivatives nor of exposure to liquidity risk.

Fair value hedges

Interest rate swaps wherein the Company receives a fixed rate of interest (receive-fixed swaps) are
designated as fair value hedges against fixed-rate borrowings. The fair value of these derivatives is reported
in other assets and other liabilities. Changes in the fair value of the hedging derivative and offsetting
changes in fair value attributable to the hedged risk of the hedged item are reported in interest expense on
borrowings. For the years ended December 31, 2002 and 2001, the amount recognized in earnings due to
the hedge ineffectiveness related to the fair value hedges of fixed-rate borrowings was immaterial.

Home loans held for sale expose the Company to interest rate risk. The Company manages the
interest rate risk associated with home loans held for sale by entering into forward sales agreements.
Certain of these forward sales agreements are accounted for as fair value hedges of loans held for sale. The
fair value of these forward sales agreements is reported in other assets and other liabilities. Changes in the
fair value of the hedging derivative and offsetting changes in fair value attributable to the hedged risk of
the hedged item are reported in gain from mortgage loans. Changes in the value of certain forward sales
agreements for which hedge accounting treatment was not achieved are reported in revaluation gain from
derivatives. For the year ended December 31, 2002, the Company recognized a net loss of $184 million
related to hedge ineffectiveness of fair value hedges of home loans held for sale in gain from mortgage
loans within noeninterest income. For the year ended December 31, 2001, the amount recognized in
earnings due to the hedge ineffectiveness related to the fair value hedges of home loans held for sale was
immaterial.

The Company also originates fixed-rate multi-family loans for sale in the secondary market to
investors. To mitigate the interest rate risks associated with this loan portfolio, the Company enters into
interest rate swap agreements where the Company pays a fixed rate of interest (pay-fixed swaps). These
pay-fixed swaps are accounted for as fair value hedges of loans held for sale. The fair value of these
interest rate swaps is reported in other assets and other liabilities. Changes in the fair value of the hedging
derivative and offsetting changes in fair value attributable to the hedged risk of the hedged item are
reported in other noninterest income. For the years ended December 31, 2002 and 2001, the amount
recognized in earnings due to the hedge ineffectiveness related to the fair value hedges of multi-family
loans held for sale was immaterial.

All components of each derivative instrument’s gain or loss are included in the assessment of hedge
effectiveness.

Cash flow hedges

Interest rate swaps wherein the Company pays a fixed rate of interest (pay-fixed swaps) and stand
alone interest rate caps are designated as cash flow hedges against adjustable-rate borrowings. The
Company will also enter into cash flow hedges to hedge the forecasted sale of a portfolio of fixed-rate
multi-family loans using interest rate swaps. The fair value of these derivatives is reported in other assets
and other liabilities. For the hedges against adjustable-rate borrowings, amounts reported in accumulated
other comprehensive income are subsequently reclassified to interest expense on borrowings during the
same period in which the hedged item affects interest expense. For the hedges against loans held for sale,
amounts recorded in accumulated other comprehensive income are subsequently reclassified into other
noninterest income, during the same period in which the hedged item affects earnings. For the year ended
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December 31, 2002, the Company recognized a net loss of $3 million in earnings related to hedge
ineffectiveness of cash flow hedges. For the year ended December 31, 2001, the amount recognized in
earnings due to the hedge ineffectiveness related to cash flow hedges was immaterial.

During the third quarter of 2002, the Company removed its cash flow hedge designation on certain
payor swaptions because it was probable that the underlying hedged items, which were interest payments
on anticipated issuances of certain long-term adjustable-rate borrowings, were not going to occur by the
end of the originally specified time periods or within the additional periods of time allowed by Statement
No. 133. Thus in accordance with Statement No. 133, the pretax accumulated loss of $112 million related
to these payor swaptions was reclassified from accumulated other comprehensive income to other
noninterest income.

As of December 31, 2002, accumulated other comprehensive income included $397 million of
deferred after-tax net losses related to derivative instruments designated as cash flow hedges of adjustable-
rate liabilities and the forecasted sales of fixed-rate multi-family loans, that are expected to be reclassified
into earnings during the next twelve months. The maximum elapsed time before the occurrence of
forecasted sales of multi-family loans that the Company is hedging is one year.

All components of each derivative instrument’s gain or loss are included in the assessment of hedge
effectiveness. ‘ ’

Risk management derivatives

In addition to investment securities that are held for MSR risk management purposes, the Company
enters into a combination of derivatives to manage changes in fair value of its MSR. During 2002 and 2001,
the Company did not attempt to achieve hedge accounting treatment under Statement No. 133 for these
derivatives. These derivatives include receive-fixed swaps, receive-fixed swaptions, interest rate floors,
pay-fixed swaps, and forward purchase commitments. The fair value of these derivatives is reported in
other assets and other liabilities. The changes in the fair value of these derivatives are reported in
revaluation gain from derivatives.

Occasionally, the Company utilizes derivative instruments for asset/liability interest rate risk
management which do not qualify for hedge accounting treatment. These risk management derivatives
include interest rate swaps, swaptions, interest rate caps and corridors. The fair value of these derivatives is
reported in other assets and other liabilities. The changes in the fair value of these derivatives are reported
in other noninterest income.

Counterparty Credit Risk

Derivative financial instruments expose the Company to credit risk in the event of nonperformance by
counterparties to such agreements. This risk consists primarily of the termination value of agreements
where the Company is in a favorable position. Credit risk related to derivative financial instruments is
considered and provided for separately from the allowance for loan and lease losses. The Company
manages the credit risk associated with its various derivative agreements through counterparty credit
review, counterparty exposure limits and monitoring procedures. The Company obtains collateral from the
counterparties for amounts in excess of the exposure limits and monitors its exposure and collateral
requirements on a daily basis. The fair value of collateral either received from or provided to a
counterparty is continually monitored and the Company may request additional collateral from
counterparties or return collateral pledged as deemed appropriate. The Company’s agreements may
include master netting agreements whereby the counterparties are entitled to settle their positions “net”.
At December 31, 2002 and 2001, the Company’s total credit risk related to derivative financial instruments,
excluding the effects of collateral and master netting agreements, was $3.78 billion and $1.07 billion.
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Note 22: Fair Value of Financial Instruments

The following estimated fair value amounts have been determined by the Company using available
market information and appropriate valuation methodologies. These estimates do not reflect any premium
or discount that could result from offering for sale at one time the Company’s entire holdings of a
particular financial instrument. Because an active secondary market does not exist for a portion of the
Company’s financial instruments, fair value estimates were based on management’s judgment concerning
future expected loss experience, current economic conditions, risk characteristics of various financial
instruments and other factors. In addition, considerable judgment was required to interpret market data to
develop the estimates of fair value. Accordingly, the estimates presented herein are not necessarily
indicative of the amounts the Company could realize in a current market exchange. The use of different
market assumptions and/or estimation methodologies may have a material effect on the estimated fair
value amounts.

Fair value estimates were determined for existing financial instruments, including derivative
instruments, without attempting to estimate the value of anticipated future business and the value of
certain assets and liabilities that were not considered financial instruments. Significant assets that were not
considered financial instruments include premises and equipment, net tax assets, real estate held for
investment, foreclosed assets and other intangible assets. In addition, the value of the servicing rights for
loans sold in which the MSR has not been capitalized was excluded from the valuation. Finally, the tax
ramifications related to the realization of the unrealized gains and losses could have a significant effect on
fair value estimates and have not been considered in any of the valuations.

Assets and liabilities whose carrying amounts approximate fair value include cash and cash
equivalents, federal funds sold and securities purchased under resale agreements, available-for-sale
securities, investment in FHLBs, checking accounts, savings accounts and money market deposit accounts,
and federal funds purchased and commercial paper.

The following methods and assumptions were used to estimate the fair value of each class of financial
instrument as of December 31, 2002 and 2001:

Federal funds sold and securities purchased under resale agreements — The carrying amount
represented fair value. Federal funds sold and securities purchased under resale agreements are
investments of high liquidity and have characteristics similar to cash.

Available-for-sale securities — Fair values were based on quoted market prices. If a quoted market
price was not available, fair value was estimated using market prices for similar securities, as well as
internal analysis.

Investment in FHLBs — The carrying amount represented fair value. FHLB stock does not have a
readily determinable fair value and is required to be sold back at its par value.

Loans held for sale ~ Fair values were derived from quoted market prices, internal estimates and
pricing of similar instruments.

Loans held in portfolio — Loans were priced using an option-adjusted cash flow valuation
methodology. Fair values were derived from quoted market prices, internal estimates and the pricing of
similar instruments.

MSR - The fair value of MSR was estimated using projected cash flows, adjusted for the effects of
anticipated prepayments, using a market discount rate. The fair value estimates exclude the value of the
servicing rights for loans sold in which the MSR has not been capitalized.

Deposits ~ The fair value of checking accounts, savings accounts and money market deposit accounts
was the amount payable on demand at the reporting date. For time deposit accounts, the fair value was
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determined using an option-adjusted cash flow methodology. The discount rate was derived from the rate
currently offered on alternate funding sources with similar maturities.

Other financial liabilities — These liabilities include federal funds purchased, commercial paper,
repurchase agreements and other borrowings. These were valued using an option-adjusted cash flow
methodology. The discount rate for the respective financial liabilities was derived from the rate currently
offered on similar borrowings. If a quoted market price was not available, fair value was estimated using an
internal analysis based on the market prices of similar instruments. The fair value of interest rate options
and swaps embedded in repurchase agreements was determined using dealer quotations, when available.

Advances from FHLBs — These were valued using an option-adjusted cash flow methodology. The
discount rate was derived from the rate currently offered on similar borrowings.

Trust preferred securities — Fair values were based on quoted market prices. If a quoted market price
was not available, fair value was estimated using market prices for similar securities.

Redeemable preferred stock — Fair values were based on quoted market prices.

Derivative financial instruments — The estimated fair value of these financial instruments was
determined based on broker quotes, an internal analysis based on the quoted market prices or rates for the
same or similar instruments, or was estimated using an internal analysis based on current market prices
adjusted for various risk factors and market volatility.

The estimated fair value of the Company’s financial instruments was as follows:

December 31,
2002 2001

Carrying Fair Carrying Fair
Amount Value Amount Value

(in millions)
Financial Assets:

L0ans held fOr SAlE ..ot $ 33,996 $ 34,058 $ 26,582 $ 26,583
Loans held in portfolio, net of allowance for loan and
JEASE 10SSES 1oviiriiiii ettt et 145,875 148,571 128,847 130,791
IMISR ottt bbb 5,341 5,380 6,241 6,266
Financial Liabilities:
TIME dEPOSILS..ecvvievreriireierie ettt reee e 33,768 34,667 36,962 37,202
Repurchase agreements .........ccoccviiceiicinniecicnniees, 16,717 17,236 39,447 39,280
Advances from FHLBS ....cccooovvviiirie e 51,265 51,453 61,182 61,091
Trust preferred SECUTItIES . ocvvvirviriieireieeeree e 1,794 2,010 1,699 1,694
Other DOITOWINES ..oovvveeerierierireee ettt ce e 13,470 13,964 10,877 11,311
Redeemable preferred StOCK ......oecveevirirreiininicinnecirene - - 102 73
Derivative Financial Instruments:
INterest Tate SWaPS «..vccererivrircetieree et 1,574 1,574 215 215
FIOOTS oottt st e et rna e 249 249 - -
SWAPHIONS ..ottt ettt e st ne 415 415 119 119
Rate 1ock COMMITIMENIES vivivviiiiir i ere e esbesesae e 473 473 3 3
Forward commitments ......c..cocvvererinenevennioncecne e s (325) (325) 274 274
PUL OPLIONS .ottt st e st 7 7 19 19
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Note 23: Financial Information ~ Washington Mutual, Inc.
The following Washington Mutual, Inc. financial information should be read in conjunction with the

other Notes to Consolidated Financial Statements.

CONDENSED STATEMENTS OF INCOME

Year Ended December 31,
2002 2001 2000
(im miltions)

Imterest Income

Notes receivable from SUDSIGIATIES .......cceviviiveerinirncere e $§ 21 § 38 § 34
Other INLETESE INCOME...c.vreierrierirrinsiosrreresiossenrssirsissotsessssessissssessssessnssesessssssns 10 1 1
Total INterest IMNCOME .....cvveriiirirrecren et r et eresrens 31 39 35
Interest Expense
Notes payable t0 subSIdIAries.......cocccviriciiriciieiccn e 131 93 49
Other DOTTOWINGS ...ovivimietieeiirenic ettt ettt se e e 143 130 163
Total INtErest EXPENMSE ...ecviviieriiiiietireerttertee ettt et ettt n s b saees 274 223 212
INet INTETESt EXPEISE c.ovvivvieirieirerieienererrieereeserserersins e e ret et stssesesassenesensns (243) (184) Q7D
Provision for loan and 1ease 10SSeS.......ccvivieriereirieii e et 1 1 1
Net interest expense after provision for loan and lease losses .........c.c..... (244)  (185) (178)
Noninterest Income _
OLhET INCOIMIE c.vivviieiierii ittt eer sttt rabe et s e e b e n e ons
Total NONINLELESt IMCOMEB .c.eeeiiiiiireiereerienireriesee e eeeseesteeteesaeseeereeseesaaesaesnnsssenes
Noninterest Expemnse
Compensation and benefits.........oivvivinicciicnniinii 42 28 28
Other EXPENSE . .occviieiiriie ettt ta st et st e e seesrmessn e resaesen 77 74 34
Total NONINTEIESE EXPEISE . ..ovvrviviiiriiii it 119 102 62
Net loss before income tax benefit, dividends from subsidiaries and
equity in undistributed earnings of subsidiaries .........c.ocoevvererrrcerireininonna. (357)  (281) (235)
INcome tax DENeit....ccciviviiierire et e e err et rae e n s 147 111 105
Dividends from SUDSIAIATIES ...v.civiiiiieniecicci e e e sbeeser e s eseaebeneene 2,996 1,642 784
Equity in undistributed earnings of subsidiaries ........cccocorvvvienrirrcviincerenenen. 1,116 1,642 1,245
TIEE TMCOMIC ..o eereert ettt te e te e s e et e ree st e e aesaeestseeesae et saaesntseesbenstsnessesenteraensaen $3,806 $3,114 $1,899

136




WASHINGTON MUTUAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONDENSED STATEMENTS OF FINANCIAL CONDITION

December 31,
2002 2001
(in millions)

Assets
Cash and cash eqUIVAIENTS. .......ccuiuiriiiiirtiee ettt $§ 410 § 1,391
Available-fOr-8ale SECUTITIES ...uvvuiiveieiii ittt re bt e e eeb e sreaene e 59 11
BT £ U SO OP SOOI 2 4
Accounts and notes receivable from SubSIdiaries .......coovvevereiveverireiiciie e, 283 765
INveStMENt iN SUDSIAIATIES. ..ecviireriiiiriiiereeeree ettt ertresaeessnteestressabaeeessrsestreessreeanns 24,358 15,850
OO ASSEES ..vuriieiiiiieeeirtree s e setbere s e estbeeererereeeiaseeesiaebeseeasbesaesresaesttaesesarsasesenesbseassatssnenn 692 553
TOLAL ASSELS .eevviieriiiiierie ettt erieste s st e ettt et sve e b stsere e b e va e et s bt e se et s areasseasetbesrterbenaenesetbase e $25,804 $18,574
Liabilities
Notes payable tO SUbSIAIATIES ....c..eriiiiiiiiccii s $ 1,667 § 1,333
~ Other DOITOWIIIZS .v.cvuevivaiiniinitrti ittt bttt 3,957 2,436
OhEr HADIITIES . vvveviiveeitr e ettt ettt st et ets e s s e st s e v e saresatsebsesrnessesessesebsestnsaresnes 46 640
TOLAL LIADIIILIES . .vviireeiiieceriec ettt et e e e st e st ae st s s bbesbbeeesatsesebseeabeesarenes 5,670 4,409
Redeemable preferred StOCK ..ot e - 102
Stockholders’ EqQUELY.......cccocoviiriiiieieirer ittt e ae st a e rraenane e 20,134 14,063
Total liabilities, redeemable preferred stock, and stockholders’ equity ................ $25,804 $18,574
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CONDENSED STATEMENTS OF CASH FLOWS
Year Ended December 31,

2002 2001 2000
(in millions)

Cash Flows from Operating Activities

INE INICOME uviiieiiieniireiei ettt es e st ee e st sa bbb $389% §3,114 $ 1,899
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision for loan and lease 10SSeS ...t 1 1 1
1,085 0N SAlE Of ASSELS..eeveviirieririiricreee ettt ettt 19 22 8
Equity in undistributed earnings of subsidiaries.........c..cocoeonivnieniinnenens (1,110)  (1,642) (1,245)
Increase in OthEr ASSELS.......ccrreirierrrereirisirrerri et een e s rebes e (756) (96) (82)
(Decrease) increase in other Habilities ......oooveeeveinrenciennenincence (231) 191 (134)
Net cash provided by operating activities........coovvrvvicniccrnniinnin, 1,819 1,590 447
Cash Flows from Investing Activities
Purchases Of SECUTITIES ..e.iveriireirioriirieriese i et esae s scn e sre b asseta e seneneennnrens (69) (30) ®)
Proceeds from sales and maturities of available-for-sale securities ........... 1 2 -
Origination of loans, net of principal payments ........ccocccovivinnnneniinicnnn. 1 1 327
Decrease (increase) in notes receivable from subsidiaries..........coocoiinnn, 481 (401) (232)
(Investment in) return on investment from subsidiaries........cccccecnene (2,957) (645) 380
Net cash (used) provided by investing activiti€s.........ccovvrerviveninininnn, (2,543) (1,073) 467
Cash Flows from Finamcing Activities
Proceeds of notes payable tO subsidiaries .......cceocvveririincneninrcnieninenne 265 765 1
Proceeds from other bOrroWings........ccoecvveivcinncicnvicncie e, 1,589 138 596
Common StOCK ISSUE .oviviieiiiiiiic 218 197 88
Common Stock Warrants ISSUEd .........cccvvvereecnennniennienieineeterecane e - 398 -
Repurchase of cOmMMON StOCK ....coceviieririeciiierrieereeicerere e (1,303) (231) (869)
Cash dividends paid ......cocvverireecncii e e (1,026) (781) (626)
Net cash (used) provided by financing activities .........cccccvvrinncnncnnns (257) 486 (810)
(Decrease) increase in cash and cash equivalents........c.ccocooceevcvccennacnn. (981) 1,003 104
Cash and cash equivalents, beginning of year........ccovvviiinciienninann, 1,391 388 284
Cash and cash equivalents, end of year........cococveviervrincicneec e, $ 410 $1391 $ 388

Note 24: Operating Segments

The Company has identified three major operating segments for the purpose of management
reporting: Banking and Financial Services; Home Loans and Insurance Services; and Specialty Finance.
Unlike financial accounting, there is no comprehensive, authoritative guidance for management reporting.
The management reporting process measures the performance of the operating segments based on the
management structure of the Company and is not necessarily comparable with similar information for any
other financial institution. The Company’s operating segments are defined by product type and customer
segments.

The Company continues to enhance its operating segment reporting process methodologies. These
methodologies assign certain balance sheet and income statement items to the responsible operating
segment. Methodologies that are applied to the measurement of segment profitability include: (1) a funds
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transfer pricing system, which matches assets and liabilities with the market benchmark (approximation) of
the Company’s cost of funds based on the interest rate sensitivity and maturity characteristics and
determines how much each source of net interest margin contributes to the Company’s total net interest
income; (2) a calculation of the provision for loan and lease losses based on management’s current
assessment of the expected losses for loan products within each segment, which differs from the “losses
inherent in the loan portfolio” methodology that is used to measure the allowance for loan and lease losses
under generally accepted accounting principles; (3) the utilization of an activity-based costing approach to
measure allocations of certain operating expenses that were not directly charged to the segments; (4) the
allocation of goodwill and other intangible assets to the operating segments based on benefits received
from each acquisition; (5) capital charges for goodwill as a component of an internal measurement of
return on the goodwill allocated to the operating segment, which accounts for the additional income the
operating segment received via acquisition; and (6) an economic capital model which is the framework for
assessing business performance on a risk-adjusted basis. Changing economic conditions, further research
and new data may lead to the update of the capital allocation assumptions. Changes to the operating
segment structure and to certain of the foregoing performance measurement methodologies were made
during the fourth quarter of 2002. Results for the prior periods have been revised to conform to these
changes.

The Banking and Financial Services Group offers a comprehensive line of financial products and
services to a broad spectrum of consumers and small- to mid-sized businesses. In addition to traditional
banking products, the Banking and Financial Services Group offers investment products, home mortgage
loans and insurance products, which are made available through the Group’s financial center stores. The
Group’s services are offered through multiple delivery channels, including financial center stores, business
banking centers, ATMs, the internet and 24-hour telephone banking centers.

The principal activities of the Home Loans and Insurance Services Group include: originating and
servicing the Company’s home loans, buying and selling home loans in the secondary market and managing
the home loan portfolio. Loans are originated and held in the loan portfolio or sold into the secondary
market. The Group’s mortgage and insurance products are made available to customers through multiple
distribution channels, which include retail home loan centers, financial center stores, correspondent
channels, wholesale home loan centers and consumer direct through call centers and the internet. The
Home Loans Group also includes the activities of Washington Mutual Insurance Services, Inc., an
insurance agency that supports the mortgage lending process, as well as the insurance needs of consumers
doing business with the Company. Additionally, Washington Mutual Insurance Services, Inc. manages the
Company’s captive private mortgage reinsurance activities.

The Specialty Finance Group provides multi-family lending, commercial real estate lending,
commercial asset management (including mortgage servicing), mortgage banker financing and home
builder finance. The Group also conducts a consumer finance business through Washington Mutual
Finance.

The Corporate Support/Treasury & Other category includes management of the Company’s interest
rate risk, liquidity, capital, borrowings and purchased investment securities portfolios. To the extent not
allocated to the business segments, this category also includes the costs of the Company’s technology
services, facilities, legal, accounting, human resources and community reinvestment functions. Also
reported in this category are the net impact of transfer pricing for loan and deposit balances including the
effects of changes in interest rates on the Company’s net interest margin and the effects of inter-segment
allocations of gains and losses related to interest rate risk management instruments.

139




WASHINGTON MUTUAL, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Financial highlights by operating segment were as follows:

Year Ended December 31, 2602

Banking and Home Loans Corporate
Financial and Insurance Specialty Support/Treasury Recenciling
Services Services Finance & Other Adjustments  Total

(dollars in millions)
Condensed income statement:

Net interest income (EXpense) .......c..oocoeeeune $ 3314 § 4455 $ 1,337 § (765) $ - § 8341
Provision for {oan and lease [0SSes .............. 160 219 271 2 (57 595
Noninterest income (eXpense)........cc.vevnnie 2222 2,522 114 (68) - 4,790
Noninterest expense 3,514 2,695 400 591 (818) 6,382
Income taxes (Benefit) ooecorevnnrrerenicennnn, 713 1,525 293 (394) 3216 2,258
Net income (1088) ...ovevrevrmrvcreiacrmrccrreceens $ 1,149 $§ 2,538 $ 487 $ (832) $ 554 $ 3,806
Performance and other data:
Operating efficiency™ .........ccuvomonrivcernnnrenns 55.22% 34.73%%  21.39%™ n/a n/a 48.60%)
AVErage loans ...coco.ovveeceirersiccnemennnecsne s $ 20,915 $123,954 $30,488 $ 648 $(472)©  $175,533
AVETAZE ASSELS ..vvevrrrririernreceecerennineinsaieees 29,126 173,221 32,647 36,945 (472)® 271,467
Average deposits ..o 113,250 13,714 2,836 4,901 n/a 134,701

) The difference between the expected loss-based provision for loan and lease losses for the operating segments and the
Company’s provision.

@ - Corporate offset for goodwill cost of capital allocated to segments.

®  Tax effect of reconciling adjustments.

4 The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by total revenue (net interest
income and noninterest income).

) The efficiency ratio is defined as noninterest expense, excluding amortization of goodwﬂl divided by total revenue (net interest
income and noninterest income).

€ Corporate offset for allowance for loan and lease losses allocated to segments.

Year Ended December 31, 2001

Banking and Home Loans Corporate
Financial and Insurance Specialty Support/Treasury Reconciling
Services Services Finance & Other Adjustments  Total

(dollars in millions)
Condensed income statement:

Net interest INCOME . .ovivvireerrrieriicrerersiiorirennns $ 2321 $ 2457 $ 1,073 $ 1,025 $ - $ 6,876
Provision for loan and lease losses .............. 146 219 208 2 (90)» 575
Noninterest income (expense) 1,793 1,469 74 (88) - 3,248
NORINLETEST EXPETISE vevnvrerranrareerrrasiorenerenrsores 2,512 1,433 294 636 (258)® 4,617
Income taxes 551 880 208 51 128 & 1,818
Net income $ 905 § 1,394 $ 347 § 248 $ 220 § 3,114
Performance and other data:
Operating efficiency® .. 59.18%" 33.01%%  21.76%% n/a n/a 44.23%)
Average 10ans ............... $ 13,123 $107,110 $27,684 3 829 $(432)©  $148,314
AVETAZE @SSELS cvovvrvrecririemrerererecaninseserserarannes 17,931 148,614 29,261 30,199 (432)© 225573
Average deposits ..o 82,384 7,860 2,613 3,665 n/a 96,522

() The difference between the expected loss-based provision for loan and lease losses for the operating segments and the
Company’s provision.

@ Corporate offset for goodwill cost of capital allocated to segments.

) Tax effect of reconciling adjustments.

) The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by total revenue (net interest
income and noninterest income).

) The efficiency ratio is defined as noninterest expense, excluding amortization of goodwill, divded by total revenue (net interest
income and noninterest income).

©  Corporate offset for allowance for loan and lease losses allocated to segments.
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Year Ended December 31, 2000

Banking and Home Loans Corporate
Financial and Insurance Specialty Support/Treasury Reconciling
Services Services Finance & Other Adjustments  Total

(dollars in millions)

Condensed income statement:

Net interest income (eXpense) .........cveurvvere $ 2,061 $ 1,864 $ 822 $ (436) $ - $ 4311

Provision for loan and lease losses .............. 65 101 148 9] 128y 185
Noninterest income (Xpense).......covcvvvinune 1,403 548 42 ) - 1,984
Noninterest expense 2,010 679 215 361 (139)® 3,126
Income taxes (benefit) 528 620 190 (350) 97 & 1,085
Net inCOME (1085) eveeerrreverrrreseenessseseeeeen $ 861 $ 1012 § 311 $ (455 $170 § 1,899
Performance and other data:
Operating efficiency™®.........c.cconirccrreniornn. 58.21%% 26.95%  23.67%9 n/a n/a 48.34%%)
AVETAEE 10ANS ..crvnrrerereereeeiecerse s $ 9,315 $ 86,044 $22,383 - n/a $117,742
Average assets 12,441 124,704 22,839 $27,588 n/a 187,572
AVErage deposits ..ccevvviecrervecermineecrenenns 78,074 1,213 191 798 n/a 80,276

2)
&
€]

5)

The difference between the expected loss-based provision for loan and lease losses for the operating segments and the
Company’s provision.

Corporate offset for goodwill cost of capital allocated to segments.

Tax effect of reconciling adjustments.

The efficiency ratio is defined as noninterest expense, excluding goodwill cost of capital, divided by total revenue (net interest
income and noninterest income).

The efficiency ratio is defined as noninterest expense, excluding amortization of goodwill, divided by total revenue (net interest
income and noninterest income).
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Quarterly Results of Operations (Unaudited)
Results of operations on a quarterly basis were as follows:

Year Ended December 31, 2002

Fourth Third Second First
Quarter Quarter’”  Quarter  Quarter'V

(dotlars in millions, except per share amounts)

INEETESE INCOIMIE cuivivin i ctieeerieti et ten sttt vetae et sseae s s e s e ssets e ste st sssasenanssseesarsnns $3,366 $3,413 $3,585 $3,883
INEETESE EXPETISE ..vuiiieiieiieecientee ettt st e er e st a s st aens e 1,440 1,494 1,485 1,487
NEU INIEIEST IMCOIMEC 1erivvririiiiriertsisiiees e erree et e reeeesbeerbesenesssescsteanaesereetseesseenresnenessenon 1,926 1,919 2,100 2,396
Provision for loan and lease losses... 125 135 160 175
Noninterest Income.............ccooeuve. 1,394 1,380 1,208 807
INONINTETESE EXPENSE 1euviiriiiirrsiiiiiieirtes st st ee bbb ane s bene s 1,658 1,616 1,586 1,521
INCOME DEFOIe IMCOME LAXES 1.vevvriieiieceieeeie et cctee e seeere e veerbeetsseneesr e sreesnaessras 1,537 1,548 1,562 1,507
TNICOME TAXES .vieceieririiitecie st ceree et et ere e e et seba e s ae s et e e etaesateervessbe saseatesnsasesssereantns 568 567 572 551
INET INCOTIE covvvvivvscieteire et eaeeb e es e sae s s sssbe st e b v et s s et s aerese e bese e s snebas $ 969 $ 981 . $ 990 $ 956
Net income attributable to COMMON STOCK.....ocoeioviiiiieiiiiicieeice e $ 969 $ 980 $ 988 $ 954

Net income per common share:

§ 1.05 $ 1.04 § 1.04 $ 1.01
1.03 1.02 1.01 0.99
36.65 3850 39.45 35.39
2841 30.98 33.00 31.60
0.28 0.27 0.26 0.25

() Restated to reflect the adoption of Statement No. 147 as of October 1, 2002, thereby decreasing noninterest expense by
$9 million for first quarter, second quarter, and third quarter of 2002.

Year Ended December 31, 2001

Fourth Third Secend First
Quarter Quarter Quarter Quarter
(doliars in millions, except per share amounts)
JIEETESE IICOMIE c.ovieieiee ettt e e et eeesb e er et taene e et s saees bt et aansess st s atateenas $3,525 $3,690 $3,936 $3,914
IRTETESE EXPENSE o.vevvcrite ittt et caene s 1,498 1,874 2,263 2,555
NEt IMEETESE MMCOMIE ooviiiiiieriiriotitieerie e icasea e b astebesa e atesaasebe s abesbest et aanasseae st eaeas 2,027 1,816 1,673 1,359
Provision for 10an and 16aS€ 10SSES..cc.ivviiiieiiieiie e eeeeees e ers e 200 200 92 82
Noninterest iNCOME...c.vcvevrcreennnn. 830 863 805 750 .
NOMINEETESE EXPENSE wcvivirientiiieraiesesieiertite st eetrtere et ee st s bt st e eb e sae e ebaaenes 1,331 1,154 1,119 1,013
Income DefOre INCOME TAKES 1ovivieierireieieiiierieeiectee e eseeeetesrsstesteens e stesneesesssnvenns 1,326 1,325 1,267 1,014
INCOME TAKES 1ovviiieriee it cciien et crie et e et ar e e eetb e s s eare e e aab e saabe e s asseeaaneeeersseeastaesanes 484 493 469 373
INEL TNCOMIE .. ioiviiviti s stere ettt rete et eteesbese s rebebe e bt etase b b erassarasessessnabe et s et asnsnsnes $ 842 $ 832 $ 798 $ 641
Net income attributable t0 cOMMmMON StOCK.......covevviieirieeeerecviveieeiseeeseetes v $ 840 $ 830 $§ 796 $ 640
Net income per common share(":
BaSIC.uti it ititete ettt ettt te e b et b et re ekt s st bt ea e st e e s b ea et ne b ann b e $ 0.98 $0.97 $ 0.93 $ 0.77
DB ottt ettt et reat e s e b b erasferneb et eaene 0.97 0.94 0.91 0.76
Common stock price per share:
High.... 39.10 42.69 39.39 36.50

LOW conriren e e 28.56 35.03 32.78 29.38
Dividends declared per common Share ..o 0.24 0.23 022 0.21

(Y All prior per share amounts have been restated to reflect the 3-for-2 stock split paid on May 15, 2001.

142
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DESCRIPTION

31

3.2¢
33
4.1
4.2
4.3
44
10.1
10.2*

10.3
104

Restated Articles of Incorporation of the Company, as amended. (Incorporated by
reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 1999. File No. 0-25188.)

Articles of Amendment to the Amended and Restated Articles of Incorporation of
Washington Mutual, Inc. creating a class of preferred stock, Series RP.

Restated Bylaws of the Company (filed herewith).

Rights Agreement dated December 20, 2000 between Registration and Mellon Investor
Services, L.L.C. (Incorporated by reference to the Company’s Current Report on Form 8-K
filed January 8, 2001. File No. 0-25188.)

The registrant will furnish upon request copies of all instruments defining the rights of
holders of tong-term debt instruments of registrant and its consolidated subsidiaries.
Warrant Agreement dated as of April 30, 2001. (Incorporated by reference to the
Company’s Registration Statement on Form S-3. File No. 333-63976.)

2003 Amended and Restated Warrant Agreement, dated March 11, 2003 by and between
Washington Mutual, Inc. and Mellon Investor Services LLC (Incorporated by reference to
the Company’s current report on Form 8-K, dated March 12, 2003. File No. 001-14667).
Intentionally omitted.

Lease Agreement between Third and University Limited Partnership and Washington
Mutual Savings Bank, dated September 1, 1988.

Intentionally omitted.

Three-Year Credit Agreement dated as of August 12, 2002 between Washington Mutual,
Inc. and Washington Mutual Finance Corporation, as borrowers, the lenders party thereto,
and JPMorgan Chase Bank, as administrative agent (filed herewith).

Management Contracts and Compensatory Plans and Arrangements (Exhibits 10.6-10.69)

10.6%
10.6.1%
10.6.21%
10.77F
10.8%
109
10.9.1%
10.9.2%
10.9.37

10.9.47

Washington Mutual 1994 Stock Option Plan As Amended and Restated as of February 15,
2000.

First Amendment to the Washington Mutual 1994 Stock Cption Plan Amended and
Restated as of February 15, 2000.

Second Amendment to the Washington Mutual 1994 Stock Option Plan Amended and
Restated as of February 15, 2000.

Washington Mutual Equity Incentive Plan (formerly known as Washington Mutual
Restricted Stock Plan) as Amended and Restated as of January 16, 2001.

Washington Mutual, Inc. 2002 Employee Stock Purchase Plan (filed herewith).
Washington Mutual, Inc. Retirement Savings and Investment Plan Amended and Restated
Effective October 1, 1998. (Incorporated by reference to the Company’s Current Report on
Form §-K dated December 22, 1998. File No. 0-25188.)

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998,
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EXHIBIT
NUMBER

DESCRIPTION

10.9.5%7
10.9.6

10.9.7
10.9.8

10.10*
10.31%*
10.12%*
10.13%
10.13.1%
10.13.27
10.13.37
10.13.4%
10.13.5
10.13.6
10.13.7
10.13.8

10.14
10.157
10.16%**

10.17%**
10.18

10.19

10.19.1

10.19.2

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998 (filed herewith).

Intentionally omitted.

Amendment to the Washington Mutual, Inc. Retirement Savings and Investment Plan
Amended and Restated Effective October 1, 1998 (filed herewith).

Washington Mutual Employee Service Award Plan.

Supplemental Employee’s Retirement Plan for Salaried Employees of Washington Mutual.
Washington Mutual Supplemental Executive Retirement Accumulation Plan.
Washington Mutual, Inc. Cash Balance Pension Plan Amended and Restated Effective
October 1, 1998. ,

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998.

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998 (filed herewith).

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998 (filed herewith).

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998 (filed herewith).

Amendment to the Washington Mutual, Inc. Cash Balance Pension Plan Amended and
Restated Effective October 1, 1998 (filed herewith).

Washington Mutual Deferred Compensation Plan for Directors and Certain Highly
Compensated Employees as Amended and Restated Effective November 1, 2002 (filed
herewith).

Washington Mutual Bonus and Incentive Plan for Executive Officers and Senior
Management as Amended and Restated Effective January 1, 1999.

Employment Contract of Kerry K. Killinger.

Employment Contract for Executive Officers.

Form of Employment Contract for Senior Vice Presidents. (Incorporated by reference to
the Washington Mutual, Inc. Annual Report on Form 10-K for the year ended
December 31, 1998. File No. 0-25188.)

The 1988 Stock Option and Incentive Plan (as amended effective July 26, 1994).
(Incorporated by reference to the Quarterly Report of Great Western Financial
Corporation (“Great Western”), on Form 10-Q for the quarter ended September 30, 1994,
File No. 001-04075.)

Amendment No. 1996-1 to the Great Western Financial Corporation 1988 Stock Cption
and Incentive Plan, effective December 10, 1996. (Incorporated by reference to Great
Western’s Annual Report on Form 10-K for the vear ended December 31, 1996. File
No. 001-04075.)

Form of Director Stock Option Agreement. (Incorporated by reference to Great Western’s
Registration Statement on Form S-8 Registration No. 33-21469 pertaining to Great
Western’s 1988 Stock Cption and Incentive Plan.)
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EXHIBIT
NUMBER

DESCRIPTION

10.19.3

10.20

10.20.1

10.20.2

10.20.3

10.21

10.21.1

10.21.2

10.22

10.23

10.23.1

10.24

10.25

10.251

Form of Director Stock Option Agreement effective January 3, 1994. (Incorporated by
reference to Great Western’s Annual Report on Form 10-K for the year ended

December 31, 1993. File No. 001-04075.)

Great Western Financial Corporation Directors’ Deferred Compensation Plan (1992
Restatement). (Incorporated by reference to Great Western’s Annual Report on Form 10-K
for the year ended December 31, 1991. File No. 001-04075.)

Amendment to Great Western Financial Corporation Directors’ Senior Officers’ and basic
Deferred Compensation Plans (1992 Restatement). (Incorporated by reference to Great
Western’s Annual Report on Form 10-K for the year ended December 31, 1994. File

No. 001-04075.)

Amendment No. 2 to Directors’ Deferred Compensation Plan 1992 Restatement.
(Incorporated by reference to Great Western’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 1996. File No. 001-04075.)

Amendment No. 1996-2 1o Directors’ Deferred Compensation Plan, dated December 10,
1996. (Incorporated by reference to Great Western’s Annual Report on Form 10-K for the
year ended December 31, 1996. File No. 001-04075.)

Great Western Financial Corporation Umbrella Trust for Directors. (Incorporated by
reference to Great Western’s Quarterly Report on Form 10-Q for the quarter ended
March 31, 1989. File No. 001-04075.)

Amendment No. 1996-1 to Umbrella Trust for Directors, dated December 16, 1996.
(Incorporated by reference to Great Western’s Annual Report on Form 10-K for the year
ended December 31, 1996. File No. 001-04075.)

Omnibus Amendment 1995-1 to the Umbrella Trusts replacing the Finance Committee of
the Board of Directors with the Compensation Committee of the Board of Directors as
administrator of the plans. (Incorporated by reference to Great Western’s Quarterly Report
on Form 10-Q for the quarter ended June 30, 1995. File No. 001-04075.)

Restated Retirement Plan for Directors. (Incorporated by reference to Great Western’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 1993, File No. 001-04075.)
Employee Home Loan Program. (Incorporated by reference to Great Western’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 1993. File No. 001-04075.)
Amendment No. 1996-1 to Employee Home Loan Program, effective December 10, 1996.
(Incorporated by reference to Great Western’s Annual Report on Form 10-K for the year
ended December 31, 1996. File No. 001-04075.)

Omnibus Amendment 1997-1 amending the definition of change in control in the Great
Western Financial Corporation 1988 Stock Option and Incentive Plan, as amended
December 10, 1996, the Great Western Financial Corporation Directors’ Deferred
Compensation Plan (1992 Restatement), as amended December 10, 1996, the Umbrella
Trust for Directors as amended December 10, 1996, and the Employee Home Loan
Program (revised and restated as of April 27, 1993), as amended December 10, 1996.
{Incorporated by reference to Great Western’s Annual Report on Form 10-K for the year
ended December 31, 1996. File No. 001-04075.)

H.F. Ahmanson & Company 1984 Stock Incentive Plan. (Incorporated by reference to
Ahmanson’s Annual Report on Form 10-K for the year ended December 31, 1984. File
No. 1-08930.)

Amendment to H.F. Ahmanson & Company 1984 Stock Incentive Plan. (Incorporated by
reference to Ahmanson’s Annual Report on Form 10-K for the year ended December 31,
1989. File No. 1-08930.)




EXHIBIT
NUMBER

DESCRIPTION

10.26

10.27

10.28

10.29

10.29.1

10.29.2

10.30

10.30.1

10.30.2

10.31

10.31.1

10.32

10.32.1

10.33

10.34

10.34.1

H.E. Ahmanson & Company 1993 Stock Incentive Plan as amended. (Incorporated by
reference to Ahmanson’s Annual Report on Form 10-K for the year ended December 31,
1996. File No. 1-08930.)

H.F Ahmanson & Company 1998 Directors’ Stock Incentive Plan, as amended.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1989. File No. 1-08930.)

H.F. Ahmanson & Company 1996 Nonemployee Directors’ Stock Incentive Plan.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1995. File No. 1-08930.)

1989 Contingent Deferred Compensation Plan of H.E Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Quarterly Report on Form 10-Q for the quarter
ended June 30, 1991. File No. 1-08930.)

First Amendment to 1989 Contingent Deferred Compensation Plan of H.F. Ahmanson &
Company. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1995. File No. 1-08930.)

Second Amendment to 1989 Contingent Deferred Compensation Plan of H.F. Ahmanson &
Company. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1996. File No. 1-08930.)

Elective Deferred Compensation Plan of H.F. Ahmanson & Company. (Incorporated by
reference to Abmanson’s Quarterly Report on Form 10-Q for the quarter ended June 30,
1991. File No. 1-08930.)

First Amendment to Elective Deferred Compensation Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1995. File No. 1-08930.)

Second Amendment to Elective Deferred Compensation Plan of H.F. Ahmanson &
Company. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-X for the
year ended December 31, 1996. File No. 1-08930.)

Capital Accumulation Plan of H.F. Ahmanson & Company. (Incorporated by reference to
Ahmanson’s Annual Report on Form 10-K for the year ended December 31, 1996. File
No. 1-08930.)

First Amendment to Capital Accumulation Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-X for the year
ended December 31, 1996. File No. 1-08930.)

Supplemental Executive Retirement Plan of H.F. Ahmanson & Company, as amended and
restated. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1995. File No. 1-08930.)

First Amendment to Supplemental Executive Retirement Plan of H.FE. Ahmanson &
Company. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1996. File No. 1-08930.,)

Senior Supplemental Executive Retirement Plan of H.F. Ahmanson and Company, as
amended and restated. (Incorporated by reference to Ahmanson’s Annual Report on

Form 10-K for the year ended December 31, 1995. File No. 1-08930.)

Executive Life Insurance Plan of H.E Ahmanson & Company. (Incorporated by reference
to Ahmanson’s Annual Report on Form 10-K for the year ended December 31, 1989. File
No. 1-08930.)

First Amendment to Executive Life Insurance Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1995. File No. 1-08930.)




EXHIBIT
NUMBER

DESCRIPTION

10.34.2

10.35

10.36

10.37

10.37.1

10.37.2

10.38

10.38.1

10.39

10.39.1

10.40

10.41

10.42

10.43

10.44

10.45

10.4677

Second Amendment to Executive Life Insurance Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1996. File No. 1-08930.)

Senior Executive Life Insurance Plan of H.E Ahmanson & Company, as amended and
restated. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1995. File No. 1-08930.)

H.FE. Ahmanson & Company Supplemental Long Term Disability Plan. (Incorporated by
reference to Ahmanson’s Annual Report on Form 10-K for the year ended December 31,
1989. File No. 1-08930.)

Outside Directors’ Elective Deferred Compensation Plan of H.E. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Quarterly Report on Form 10-Q for the quarter
ended June 30, 1991. File No. 1-08930.)

First Amendment to Outside Directors’ Elective Deferred Compensation Plan of H.E
Ahmanson & Company. (Incorporated by reference to Ahmanson’s Annual Report on
Form 10-K for the year ended December 31, 1995. File No. 1-08930.)

Second Amendment to Qutside Directors’ Elective Deferred Compensation Plan of H.E.
Ahmanson & Company. (Incorporated by reference to Ahmanson’s Annual Report on
Form 10-K for the year ended December 31, 1996. File No. 1-08930.)

Outside Directors’ Capital Accumulation Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1996. File No. 1-08930.)

First Amendment to Outside Directors’ Capital Accumulation Plan of H.F. Ahmanson &
Company. (Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the
year ended December 31, 1996. File No. 1-08930.)

Outside Director Retirement Plan of H.E. Ahmanson & Company, as amended and
restated. (Incorporated by reference to Ahmanson’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 1991. File No. 1-08930.)

First Amendment to Qutside Director Retirement Plan of H.F. Ahmanson & Company.
(Incorporated by reference to Ahmanson’s Annual Report on Form 10-K for the year
ended December 31, 1995. File No. 1-08930.)

Amended Form of Indemnity Agreement between H.F. Ahmanson & Company and
directors and executive officers. (Incorporated by reference to Ahmanson’s Annual Report
on Form 10-K for the year ended December 31, 1989. File No. 1-08930.)

Board of Directors Retirement Plan of Coast. (Incorporated by reference to the Current
Report of Coast Savings Financial Inc. (“Coast”) on Form 8-K dated September 1, 1989.
File No. 1-10264.)

Form of Post-Retirement Compensation Arrangement of Coast. {Incorporated by reference
to Coast’s Annual Report on Form 10-K for the year ended December 31, 1989. File

No. 1-10264.)

Amended and Restated Executive Supplemental Retirement Plan of Coast, dated

February 28, 1996. (Incorporated by reference to Coast’s Annual Report on Form 10-K for
the year ended December 31, 1995. File No. 1-10264.)

Long Beach Financial Corporation 1997 Stock Incentive Plan. (Incorporated by reference
to the Long Beach Financial Corporation’s Registration Statement on Form S-1. File

No. 333-22013.)

Bank United Corp. (“Bank United”) 1996 Stock Incentive Plan. (Incorporated by reference
to Bank United’s Registration Statement on Form S-1 dated July 25, 1996. File

No. 333-06229.)

Bank United 1999 Stock Incentive Plan.
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EXHIBIT
NUMBER

DESCRIPTION

10.47+%
10.48

10.48.1

10.49

10.50

10.50.1

1051

10.52

10.53

10.54

10.54.1

Bank United 2000 Stock Incentive Plan.

Bank United Director Stock Plan. (Incorporated by reference to Bank United’s Registration
Statement on Form S-1 dated July 25, 1996. File No. 333-06229.)

Bank United Director Stock Plan, Amended and Restated as of March 16, 2000.
(Incorporated by reference to Bank United’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2000. File No. 0-21017.)

Dime Bancorp, Inc. (“Dime”) Stock Incentive Plan, as amended by an amendment effective
April 27, 1994 (the “Stock Incentive Plan”) (Incorporated by reference to Dime’s
Registration Statement on Form S-8, filed on January 18, 1995. File No. 33-88552), as
amended by an Amendment, effective September 19, 1997, to the Stock Incentive Plan.
(Incorporated by reference to Dime’s 1997 10-K.)

Dime 1991 Stock Incentive Plan, as amended and restated effective February 29, 1996 (the
“1991 Stock Incentive Plan”) (Incorporated by reference to Dime’s Registration Statement
on Form S-8 filed on May 24, 1996. File No. 333-04477), as amended by (i) an
Amendment, effective as of October 1, 1996, to the 1991 Stock Incentive Plan
(Incorporated by reference to Dime’s 1996 10-K), (ii) an Amendment, effective

September 19, 1997, to the 1991 Stock Incentive Plan (Incorporated by reference to Dime’s
1997 10-K), (iii) an Amendment, effective as of March 27, 1998, to the 1991 Stock
Incentive Plan (Incorporated by reference to Dime’s 1998 10-K), and (iv) an Amendment,
effective June 25, 1998, to the 1991 Stock Incentive Plan. (Incorporated by reference to
Dime’s 1998 10-K.)

Amendment to Dime’s 1991 Stock Incentive Plan, effective December 12, 2000.
(Incorporated by reference to Dime’s Annual Report on Form 10-X for year ended
December 31, 2000. File No. 1-13094.)

Dime Stock Incentive Plan for Qutside Directors (the “Qutside Directors Plan™), as
amended effective April 27, 1994 (Incorporated by reference to Dime’s Registration
Statement on Form S-8, filed on January 18, 1995. File No. 33-88560), as amended by an
Amendment, effective September 19, 1997, to the Outside Directors Plan. (Incorporated by
reference to Dime’s 1997 10-K.)

The Dime Savings Bank of New York, FSB (“DSB”) Deferred Compensation Plan, as
amended by the First Amendment through the Fourth Amendment thereof (Incorporated
by reference to Dime’s Annual Report on Form 10-K for the year ended December 31,
1994 (the “1994 10-K”). File No. 001-13094), as amended by an Amendment to DSB'’s
Deferred Compensation Plan, effective May 18, 2000. (Incorporated by reference to
Amendment No. 11 to the Schedule 14d-9, Solicitation/Recommendation Statement, filed
on May 19, 2000 (the “14d-9 Amendment No. 117). File No. 005-48389.)

Deferred Compensation Plan for Board Members of DSB (the “DSB Director Deferred
Compensation Plan”), as amended and restated effective as of July 24, 1997 (Incorporated
by reference to Dime’s 1997 10-K), as amended by an Amendment to the DSB Director
Deferred Compensation Plan, effective May 18, 2000. (Incorporated by reference to the
14d-9 Amendment No. 11.)

Benefit Restoration Plan of DSB (the “Benefit Restoration Plan”), amended and restated
effective as of October 1, 1996 (Incorporated by reference to Dime’s 1996 10-K), as
amended by an Amendment to the Benefit Restoration Plan, effective May 18, 2000.
(Incorporated by reference to the 14d-9 Amendment No. 11.)

Amendment to the Benefit Restoration Plan, effective December 20, 2000. (Incorporated by
reference to Dime’s Annual Report on Form 10-X for year ended December 31, 2000. File
No. 1-13094.)




EXHIBIT
NUMBER

DESCRIPTION

10.55

10.56

10.57

10.58

10.59

10.591

10.60

10.60.1

Retainer Continuation Plan for Independent Directors of DSB (the “Retainer Continuation
Plan”) (Incorporated by reference to DSB’s Annual Report on Form 10-K for the fiscal
year ended December 31, 1993, filed on September 16, 1994 as Exhibit A to Dime’s Report
on Form 8-K dated that date. File No. 001-13094), as amended by (i) an Amendment,
effective as of January 13, 1995, to the Retainer Continuation Plan (Incorporated by
reference to Dime’s Annual Report on Form 10-K for the fiscal year ended December 31,
1995. File No. 001-13094), (ii) an Amendment, effective as of December 31, 1996, to the
Retainer Continuation Plan. (Incorporated by reference to Dime’s 1996 10-K), (iii) an
Amendment, effective March 1, 1997, to the Retainer Continuation Plan (Incorporated by
reference to Dime’s 1996 10-K), (iv) an Amendment, effective July 24, 1997, to the
Retainer Continuation Plan (Incorporated by reference to Dime’s 1997 10-K), and (v) an
Amendment to the Retainer Continuation Plan, effective May 18, 2000. (Incorporated by
reference to the 14d-9 Amendment No. 11.)

Key Executive Life Insurance/Death Benefit Plan of DSB, amended and restated effective
as of April 1, 1999 (the “Key Life Plan”), as amended by and Amendment, effective as of
April 1, 1999 (Incorporated by reference to Dime’s 1999 10-K), as amended by an
Amendment to the Key Life Plan, effective May 18, 2000. (Incorporated by reference the
14d-9 Amendment No. 11.)

Dime 1990 Stock Option Plan (formerly Anchor Bancorp, Inc. 1990 Stock Option Plan), as
amended effective as of January 13, 1995. (Incorporated by reference to Exhibit 4.1 to
Dime’s Registration Statement on Form S-8, filed on January 18, 1995. File No. 33-88554.)
Dime 1992 Stock Option Plan (formerly Anchor Bancorp, Inc. 1992 Stock Option Plan), as
amended effective as of January 13, 1995 (the “1992 Stock Option Plan”) (Incorporated by
reference to Dime’s Registration Statement on Form S-§, filed on January 18, 1995. File
No. 33-88556), as amended by (i) an Amendment, effective June 1, 1996, to the 1992 Stock
Option Plan (Incorporated by reference to Dime’s 1996 10-K), (ii) an Amendment,
effective September 19, 1997, to the 1992 Stock Option Plan (Incorporated by reference to
Dime’s 1997 10-K), and (iii) an Amendment, effective as of March 27, 1998, to the 1992
Stock Option Plan. (Incorporated by reference to Dime’s 1998 10-K.)

Dime Supplemental Executive Retirement Plan (the “SERP”), amended and restated
effective as of December 2, 1997 (Incorporated by reference to Dime’s 1997 10-K), as
amended by (i) an Amendment, effective January 29, 1998, to the SERP (Incorporated by
reference to Dime’s 1997 10-K), (ii) an Amendment, effective June 24, 1999, to the SERP
(Incorporated by reference to Dime’s 1999 10-K), and (iii) an Amendment to the SERP,
effective May 18, 2000. (Incorporated by reference to the 14d-9 Amendment No. 11.)
Amendment to Dime’s SERP, effective December 12, 2000. (Incorporated by reference to
Dime’s Annual Report on Form 10-K for year ended December 31, 2000. File

No. 1-13094.)

Dime Voluntary Deferred Compensation Plan (the “Voluntary Deferred Compensation
Plan”), as amended and restated effective as of July 24, 1997 (Incorporated by reference to
Exhibit 10.36 to the 1997 10-K), as amended by an Amendment to the Voluntary Deferred
Compensation Plan, effective May 18, 2000. (Incorporated by reference to Exhibit (e)(12)
to the 14d-9 Amendment No. 11.)

Amendment to the Dime Voluntary Deferred Compensation Plan, effective November 14,
2000. (Incorporated by reference to Dime’s Annual Report on Form 10-K for year ended
December 31, 2000. File No. 1-13094.)
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EXHIBIT
NUMBER

BESCRIPTION

10.61

10.62

10.63

10.63.1

10.63.2

10.64

10.65

10.65.1

10.66

10.67
10.68
10.69
121
122

21
23
99.1

Dime Voluntary Deferred Compensation Plan for Directors (the “Bancorp Director
Deferred Compensation Plan”), as amended and restated effective as of July 24, 1997
(Incorporated by reference to Dime’s 1997 10-K), as amended by (i) an Amendment,
effective March 26, 1998, to the Bancorp Director Deferred Compensation Plan
(Incorporated by reference to Dime’s 1998 10-K), (ii) an Amendment, effective October 1,
1999, to the Bancorp Director Deferred Compensation Plan (Incorporated by reference to
Dime’s 1999 10-K), and (iii) an Amendment to the Bancorp Director Deferred
Compensation Plan, effective May 18, 2000. (Incorporated by reference to the 14d-9
Amendment No. 11.)

Dime Officer Incentive Plan (the “Officer Incentive Plan”), as amended and restated
effective as of July 24, 1997 (Incorporated by reference to Dime’s 1997 10-K), as amended
by (i) an Amendment, effective ds of January 1, 1998, to the Officer Incentive Plan
(Incorporated by reference to Dime’s 1998 10-K), (ii) an Amendment, effective as of
January 1, 2000, to the Officer Incentive Plan (Incorporated by reference to Dime’s 1999
10-K); and (iii} an Amendment to the Officer Incentive Plan, effective May 18, 2000.
{(Incorporated by reference to the 14d-9 Amendment No. 11.)

Dime Senior Officer Incentive Plan (“Senior Officer Incentive Plan”), effective April 30,
1998 (Incorporated by reference to Dime’s 1998 10-K), as amended by an Amendment to
the Senior Officer Incentive Plan, effective May 18, 2000. (Incorporated by reference to the
14d-9 Amendment No. 11.)

Amendment to the Dime Senior Cfficer Incentive Plan, effective as of January 1, 2000.
(Incorporated by reference to Dime’s Annual Report on Form 10-K for year ended
December 31, 2000. File No. 1-13094.)

Amendment to the Dime Senior Officer Incentive Plan, effective December 12, 2000.
(Incorporated by reference to Dime’s Annual Report on Form 10-K for year ended
December 31, 2000. File No. 1-13094.)

Anchor Savings Bank FSB Supplemental Executive Retirement Plan, assumed by Dime.
(Incorporated by reference to the Anchor Bancorp Annual Report on Form 10-X for the
fiscal year ended June 30, 1992. File No. 33-37720.)

Dime 1997 Stock Incentive Plan for Outside Directors, as amended and restated effectlve
March 27, 1998 (the “1997 Outside Director Plan”). (Incorporated by reference to Dime’s
1998 10-K.)

Amendment to the Dime 1997 Outside Director Plan, effective December 12, 2000.
(Incorporated by reference to Dime’s Annual Report on Form 10-K for year ended
December 31, 2000. File No. 1-13094.)

Dime Incentive Stock Option Plan, effective as of October 15, 1997. (Incorporated by
reference to Dime’s Amendment No. 1 to the Registration Statement on Form S-4 on
Form S-8, filed on October 15, 1997. File No. 333-35565.)

Washington Mutual, Inc. WAMU Shares program (filed herewith).

January 1999 WAMU Shares program (filed herewith).

February 2001 WAMU Shares program (filed herewith).

Computation of Ratios of Earnings to Fixed Charges (filed herewith).

Computation of Ratios of Earnings to Fixed Charges and Preferred Dividends (filed
herewith).

List of Subsidiaries of the Registrant (filed herewith).

Consent of Deloitte & Touche LLP (filed herewith).

Certification of the Chief Executive Officer (filed herewith).
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EXHIBIT
NUMBER  DESCRIPTION

99.2

Certification of the Chief Financial Officer (filed herewith).
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Incorporated by reference to the Company’s Current Report on Form 8K dated November 29,
1994. File No. 0-25188.

Incorporated by reference to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1996. File No. 0-25188. ‘

Incorporated by reference to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1997. File No. 0-25188.

Incorporated by reference to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2000. File No. 1-14667.

Incorporated by reference to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2001. File No. 1-14667.

Exhibits followed by a parenthetical reference are incorporated by reference herein from the
documents described therein. Documents relating to Ahmanson filed prior to May 1985 were
filed by H.E. Ahmanson & Company, a California corporation, File No. 1-7108.
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EXHIBIT 99.1
WASHINGTON MUTUAL, INC.

Certification of the Chief Executive Officer

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Cxley Act of
2002, Kerry K. Killinger, the Chief Executive Officer of Washington Mutual, Inc., does hereby certify that
this report on Form 10-K fully complies with the requirements of Section 13(a) of the Securities Exchange
Act of 1934 and that the information contained in this report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

By: /s/ KERRY K. KILLINGER
Kerry K. Killinger
Chairman, President and Chief
Executive Officer of Washington
. Mutual, Inc.




EXHIBIT 99.2
WASHINGTON MUTUAL, INC,

Certification of the Chief Financial Officer

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, Thomas W. Casey, the Chief Financial Officer of Washington Mutual, Inc., does hereby certify that
this report on Form 10-K fully complies with the requirements of Section 13(a) of the Securities Exchange
Act of 1934 and that the information contained in this report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

By: /s/ THOMAS W. CASEY

Thomas W. Casey

Executive Vice President and Chief
Financial Officer of Washington
Mutual, Inc. '
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